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1. The Developmint^ the Test 



In 1961; the National Task Forpe on Ecor\pmiQ EdyciP-, 
lion rele^s^d its reporX, Economic Education in thcj 

. ^ Sc/7da/Sr; a detailed/ a objective loutline of ^ba.gi^.^ 
edonomic concepts for use in the nation's schools.)^-:/ 
3. following the releasfe of the Ta^k F^S-ce report, a ^ 

r void was perceived in ths library or econorhic feduca- ' 
tion rnateriale, nanrielv J ah appropriate instrym 
rTieasur#.4he ' economic knowlfdgi of high sdhool 
studehts:Ms a 'result, the Test of EcoriQi^ic Undw- 
standing^^BJ).vjas develoBed in ^964 through the ' 
efforts of the Joini Council in EconQjmic Question. ^ 
The primary purpose of th/tEU wis to help school^ - 
systems assess gains in eepnomic knowledgejby the^^ 
use ofc a standardized, hationall^ normed mstru- 
mentThe test served ttiip. function adequately for a 
number of years. In addj^, the TEU^ecame one df^ 

^ the firatiobis available to test economic krfoyvledge in ^ 
expirimeRtal settings. It thereby, fostered thaid^velop- 
mentpf a substarttial body of researsh in Hie fi^lci of_. 
ecpngmic^education, . \ jn 

197^, th^ Joint' Council on Economic Education 

. . released the first major update of the work of the 
NationaJTask Porce; the Mast&r Cur^culum Guide for 
the Na flan's Sctiools, \, A E^amewdrk for Teach- 



not an atten^t to provide d^etkiled 
'h6§¥ to- jteach economics in school 
£ther , designed to spell out the basic 
iscipline ot^econon^fcs in a relatively 
cdmfpass/Pirf if.bf^the Master ^urriculum Guide 

' \:of 



1^' ^ 
, Framework 

guidelines od 

systems; it is; 

struciure of thif 

br^ 

(N^Q^ project ^ is a five-volume series ,^of grade- 
specifc strategies to carry out econortiic educaUon in 
.^esmioolf/ I ' ' ■ I 

'^^Cofeurrent with the^ Masfer Gurrjculum Guide 
^'^offectt the Joint ^ Council oh^Economic Education , 
V moved ahead with the devilopment ©f a pubstantLve 
revision of the du^Bied ^Testi df ^onorriic Unoer- 
^fanding, wf^ch culrTTinated In the present publication, 
iitha Test^^conornic. U^^^ (T'EL). Jhis two^prm 
,^tf st proves schbQl syster^s with an u|5dated evalua- 
^ instrumenf ana researchers with an updated s^t ♦ 
of tests for use in experimental settings. - 

The TEL project ^egan in the spring, of 1976 witK . 
the formation of*a National Advisory Committee." A " 
twprking committee; composed of eoonomie educa- 
tors, economists, and^hjgh school teachers, was a^o 



ing Economics: Basic 



epts This document was 



designed to specify pn Dpti05um base df^ economic 
knowledgfe for the typls&l high^schoor graduate. The 



Econonvc Education in th& Schools S j a R&port of the 
NQtiorial 'task Force on Economic Education, Sepfember, 
196^ (New York: domnrijttee for Ecoriomic Development, 
19ff1)/ , ' — 
Test of Economic Understanding (Chicago: Science Researdh 
Assoeiatesjnc., 1964). ^ , ' 

New Vbfk: Joint Council on Economic Education, 1977= 



4= Strategies for Teaching^ Economics: Primary Level (Grades 
1-3); Intarmediaie Level (Grades 4^6); Basic Business and 
^ ^ Consumer Education; U S. History; and World Studies. The flrst 
two have been published and the last three, for the secondary 
level, are foftbcd'ming in 1979. ' ^ 
5. The National Advisory Qommittee consisted of the following 
individuals. ^ /' , v 

Bach, Stanford University 
j^rtiam E. Becker Jr., University of Minnesota ^ ' 
James D. Calderwbod, University of Southern California 
^ George G. Dawson, Empire State College-State 

University ot New YorK . «^ . 

/W= Lee Hansen, University of Wisconsin-Madison 
Robert V. Hortqn, Purdue University . 
Darrell .Lewis, University of Minnesota " ^ 
Clayton Millington, Oklahoma State University « 
Donald VV, Paden, University of Illinois ^ 
■ Phillip Saunders, Indiana University ' * .^ 

S/Stowell Symmes, Joint Council ori Economic. EdtjcaTion 
Arihur L. Welsh. Joint Council on Ecoriomic Education 



ERIC 



■ . , ; formid.^The working comrriittee first analyzed the old 
T03t of'Ecortomic Understanding io speqify what it 
'It jCOntaiNd in.terms of ecQnomic conieots^as well, as 
. ' ^ thi ^coghjtive levels pf the test Items j This; analysis ; 
/. fepilif^ed the subsequent development of a new^; 
V ^matrix for the TEL in w(^ich each question was catego- 
; -rized by content level (accQrdlng to the Master Curric- 
• ulum Gu ^ Framework) and a set oi cogn iti ve lev els 



t (corresDpnding to a flrapdification of Bloorn('s taxono- 
'^'my)/ tnis content-Mgnitlve schema wis discussed in 
V' Section 2, below. >^ anaftyais ofi the^TEU also 
' indicated that^large' number of questions cbujd be^ 
' iised in the newinstrunients with- little or no change. In 
addition, *the new matrix for the TEL ateo pointed up' a 
'number^of areas in ;wh!Ch questions would have to bi 
either drawn from other testing , instruments Tor 
constructed anew. , ' : 
^ ^ In the'summer of 1976, the T^EL Working Commitfee 
assembled to write new questions for the TEL^ar^d to 
flesh out .the particulars of the test matrix in lin© with a 
iet of guidelines provided by membej^s of the National 
. Advisory Committee for the TEL. The exact content 
weights— in terms of economic jconcepts— were 
, determined after close consultation with W. Lee Han= 
Sen, chairman ^of . the Framework Committee of the 
: Master Curriculum Guide project. Trial administrations 
of the first version of the^TEL were conducted in a 
series of teacher^training workshops at Northern llli^ 
nois University in the late summer of 1976: At roughly 
, the same time, the first- version of the TEL was 
administered to several classes then\ studying the 
principles of economics at NIU. Based on these first 
trials of- the test, a number of revisions were intro- 
- duced in order tb remove what were statistically 
identified as poor questions by the outcome of an item 
an^ilysis of the test results. 



, A sedqnd version of the TEL was.,6ritfestiid by tH^^ 
viforking committee; in several largis.iiigh schbol 
districts in. !llihoff,i^ Again,' basqcl on; the statistical^ 
analysis of this" trial adhiinistrWiaA, a humberGf revi- 
sions were infrodL^ed to )'clean up" poor items, Two 
more trial versions of the test AA^ere constructed dunhg 
the ifaU semester of 1976, eacb one laadihg tO;margi*/ 
hal improvements in the disonmination power of ihdi- 



vidual test items and the overall feliability of the test 
instruments/ By January. 1977, the test- was ready fo,r 
final checking 'by the Natiorial Advisbry Comrriittee/ 
and b&sed on the reactions :of this co^mnriittee, a fifth 
and tinal two-form (46 questions each) version was 
prepared for norming purpose's. ' \ 
Storming activities were .carried , on > in the spring of 
1977, using a large cross section of the^ n 

r"ichoo1s ielectiS oH the basis o1 a stratified random 
sam^e, A listing of the schools t^at partfcipated in the 
national, norming is contair^ "in Appendix A. The 
results of that norming a/e .cbntained in Section 6, 
below^, / ' . , 

The primary value of the TEL shpuld lie in its abilttvs 
to help assess student ^understanding qf the basic 
economic concepts that it is* psser^tial fdr^ them to 
know to effectively fill their pfesent and future roles as 
consumers; workers, and voters/lf the test is ddminis- 
ter§j^^fore and after a course of ecpnornics instrucr 
tion, the test should be a useful aidMntthe evaluation of 
curriculum content and teaching, tfphods/ For pre- 
and post-testing purposes; two ^l^uivglent.lorms of 
the 7EL are avai^le, A and B, ha\^'^g^46 items ;each. 

' When the period^ of econbmics instruction ia shorter 
than a quarter or semester, pr^r ;,and\pqgt^l^sting 
should be conducted usmg alternafy^^^ fornns to 
preclude distortions in results becaus^^ stLyftnia.^"re- 
member^' the pretest at the time the' sec&nd 
testing. / . 
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S.^he TEL Working Committee consisted of the following individ- 
'uals: 

William C. Braman, economics teacher, Lake Forest High 

School, District 1^5. Lake Forest, Illinois ^ v 
William Carlson, acdnomics teacher. Rockford Charter .Sctiooi 

District 205, gockford. Illinois ^ 
. Michael A. MacDowell, fofmer. executive dihector, Illinois Coun- 
cil onfeconomic Education, OeKalb, Illinois; now^president 
oftheJCEE. " , '^^ 
John S. Morton, 'economics and political science .teacher^ 
Homewood-Flossmoor High School District 233, floss- 
moor, Illinois \ ' 
Peter Senn, professor of ^ohomics anfl social science, 

Chicago City College (Wr^ht Campus), Chicago, IHihois 
Johr> G.' Soper, associate professor of economics, Northern 
' Illinois University, DeKalb, Illinois 
In addition, the TEL working committee had the berfefft of ^ 
.special assistance frorfiWrLee Hansen, Arthur L= Welsh, 
and Darrell R. LewPs wp^e preparation of draft test 
inslrurnents. _ / 

7 Benjamin Bloom^ed., Taxanomy of Educafional ObjectiveSi 
■ The Cfassi^cation of EWcBtlonalfioafs, Handbook 1: Cognitive 
, Doma/n(New York- McKay, 1956)/ ' . 



2* The Structure of the Te^ 



The 'economic cont|nt of the Test of Economic Liter- 
sfcy is based upon the Master Curriculum Guide 
^ Framework., The test questions are broken down Injo 
seven distlndt content categories; 

" " f" • 

s A. The'basic economic pro^Jem 
B. Economic systems 
, Q, Mjcroeconomics: resourqe.altodation and intfome 
diitribution ' \ , . 

D, Macroeconomics; econorhib stability and growth 

The world economy „ 
P. Economic institutions ' , ■ - ■ ' , 

Q. Concepts for ^evaluating, economic actions 'arid 
policies . ' 
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I 



tfigories /or the 



cording to a, 



In additijpn^'.a numbef of queitions pn*i6 
involvf<; 6ne; or, niore of the seven j'statiftiolil 
conC^ts", listed in the MCQ Frammork^ However, 
. thes^fatieStions also test knowledge of the "content 
categories" iistad above. In generaLj^ifah question 
invofving a ''statistical conoept'* has It least , 
corresponding question testing the same ''content 
category" v\^ifhout the * 'statistical concepts/' Thup^p 

has trouble with ^the "jnath'' or the'^c^omics*' by 
comparison, ^doring ^of ,the appropn^p questions. 
' T-able 1 lisfi/th# detailed' corflent cat 

"TEL : - , ' ^ ; / . 

If TH^TEL is also broken/down 
^five-leyel schema ;0t cogniti^ taxonomy Thi| set of 
cognitive levels is a variant^ of Blood's tfill^OTomy: In" 
Bloom's brigii>f I wock, six taKonoinici levels or catego= 
^ ries were idehtlfifid; .^kno^A/ledger compreheasiQnv 
application, analysis, synthpsis. ar^d evartj^tion. In ffie^ 
TEL cognitive taxonomy/ Bloom's jynthesia ievel has 
been, ortiitted/ on the^' presumption that litile or ho 
synthesis is caHed lor in the typical high schaol couMe 
or unif on economics. The workingjbommittee felt that^ 
the pemaining five levels pfpvide ap adequate brkak- 
down of the learnin.g levels that ^ouW and should be 
broached in the typical high school economtcs courle J 
or unit. Table 2 displays this fivie-levei cognitive taxon- 
omy for th# TEL. ^ , ( 

sJhe Overall specifications of the TEL are cbntaiRed 
in Table 3. a ma^trfx that breaks do^e/n*g^ch item^of ^ 
each form of^he test by content and cognitive categD- . 
ries. Table 4 contair|s a summary TEL matrix, catego- ^ 
rizing the test according to both aognitivd. levels as ^ 
determiRed by the TEL Jve-ipvel categories and the ^ 
•three-levpl brea4<down used to catego/ize questions 
on We T0st of UnderstStiding^ in College Economics ^ 
(TUCE),^,The TUCE cognitive categories were, identi- 
fied a§''{1) recognitibn-understanding, (2) simple 
application, and (3) complex application.^ Those 
familiar with tf)© tpCE categories will note the lag^ o\ 
overlap betvfeen the, two cognitivp=level categori^-' 
tions. ^ . . \ 

' The classifie&tioptla'particular test item accdrding 
to a single economic content catSgpry, or a elear-cut 



cognitive lever (either based upon tK© modtfied Bloom. 

.tgi^onomy on TUCE level) is often somewhat arbltraTy, 
Thus, any/irlixidual surveying the test .matrix' might 
well disagree with, the dptermination pf the working 
committed, fbj any given item; Howeyer, Jt was the ' 
judgment of the working committee thaf the content 
'and cognitive levels flnally afiopted best reflected the 
actual struciure of.^e TEL. With regard td* \he 

'^economic"cbntent tested by the two fbrmrof^^^ 
Table 4 indicates the werking committee's interpre}a-| 
tion of the National Advi^ry Corfimittee's guidelines 
as to . what ought to be Tested, In other words, the 
optimal content weights forjhe TEL were dejtermined' 

^ TABLE 1^ Content Categories igt the TEL 
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A, The Basic Ecpnoiflic Problem 

. r : _ ■ — ' , . 

= ^. 1 f Econoniic WBnts 

2^VProductive resources ^ 
3 i^carcity and choices ^ ^ ' ' 

4 . ^Opportunity costs ana trade-offs , ^ - 

5 Marginalism and equilibrjuni ' . 

B. Economic Systf ms . ; > ^ 

' Q Nature ajjd.jjt.es of econamic systifris ^ 

7 Economic incentives ' ^ ' % 

8 Specialtetion, comparative advantages and the < 
* - vision of labor 

9 Volynlary exchange ^ . . ^ 



10 Interdependence ^ 

11 Government intervention. and regulation 



C, Microeconomicit Reiource Allocation and IncDme 



Distribution 



I 



^12 ^Markets, supply and demand - ^ . -^^ \ 
13 The priCf'rnechtanism ^ i 

14^ Competition and market^strucfure ^ " j ^ 

15 '^Market failures": informatiorffcosts, resource im- 

rridbi-Iity, eKteri^litias. etc. / I* 

16 Income distrib^ti^n^and government redi^nbution 



Macro#CQnomiCi i Economi c Stability and Crowtli ^ 

— - - - - ^ — ^ 

17 Aggregate^upply and prpdgctive capacity 

.1^ Aggregate dernand: unemployfnent and inflation 

19 Real and rnohey income, price level chahgei 

20 Mlfiey and monetary.policy "'' 

21 Fiscal policy: taxes, expenditures , and transfers 

22 Econpmiq growth ' " *^ . 

23 Saving, Investment, and productivity * . = 



' 8. Test of UnderBtanding in Colf&ge Economics (New York: Th^ 
Pscyhological Corporation, 19SS) 
9, ''Recognition^ritierstariding'* (RU) questions are those that 
■ could, in prifffciple, be answered by reference to aieKtbook. 
.^Such questions need not be ^swerable by rote memory, but 
can andj should test understanding or comprehension r'ather 
I than simple Tecall/ A "simple" application'' (SA) q^stion 
involves the application of a. principle or concept when its use 
is specified or clearly implied A "complex application!' (CA) 
question requires that i^^ptudent demon^rafe ^ility to f6lect 
and utilize a concepi <)JPnnciple«/hen it&i^e is not specified, 
. . A CA ^fStlon.n)ay o be one in which two or more concepts 
' or principles must be related in sonie manner not previously 
^ * presented to the studepts, 



The Id Econoiyy 

2% International economics 

Economic institutions 



Concepts for Ev aiuafinglcono Actions and \ 



hie A 



Policies 



TK 



Trade=offs-iam.onq goate 



^ conomic*^Qais: freedom, egpnomic/ efficiency, ^.v. 

/ equfit^se^urity, pfice^tability.'fi^l 
' - ' emploW^ent, and gTo^th 
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TA'bLE 2i Five-Lev#l Cognitivf.Tas^onomy for the Test of Bconomic Literacy 



Levtl 



«\ Objecfive 



Operafiv^.Vfi 



Effiphyis 



^Knowledge f ^ 

II • 

Comprehensioh 



To stiow that the student 
knows 



to show thai Jlfte-studeht 
understands 



list,. reCalL ^efnember, tell.'define, 
identify,' label, locaje. recogTiize 



explain, illustrate, describe, - 
summarize, rtiteVp&et, expand, 
convert, measure, understand, 
translate, extrapolate , * ' 



recognition and recfll— ability to 
remember facts in a, form close to 
t^e way theyjyvere first presented 

grapcthe mepning and intent of 
inforfh^on— abili^Jp tell or > 
translat^So own w3ps 



III 

Application 



IV 

Analysis 



- To Show yiat the student 
can use what is learned 



Jq show that the student . 
perceives f n^c^n;pick 
out the mo.^t'in^0rtanl 
points in materjal 

' presented | ^ 



demonstrate, apply, use," construct, 
find solutions, collect inforTnation 



perforrfi, solve, use abstractions^( ^ r< 
choose appropriate procedures 



analyze, /debate^ differentiate. 
' genenalize, conclude, distinguish^ 
organize. determine ,v 



u^ of information — ability to apply 
earning to new situations and 
eihlife circumstances 



reasonlng^ — ability to break down 
inforrriation into component parts 
end to detect relaticfhships of qne 
part to another anc! to the whole 



- Evaluation 



Jo show that the student 
■ can judge and Evaluate 

ideas, information. 

solutions, procedures, 
* and goals . { 



compare, 'decide, judge* evaluate, 

conqlude, contrast, appraise, 
■ develop critifia 



: criteria or standards for evaluation 
and judgment=abijity to m^e 
judgments based on criteria or 
standards . f ' - 

♦ 



Source: * Ad ap^d frSm Sally R/ Campbell, Consumer Education in an^ Ag& of AdBptation (Qhicago: Sears, Roebuck, 197*1), 

^This is actually. tMe s/xf^ level of Bloom's briginalStaxonomy We decided to delete tha fifth.lmyml ('*Synthesis")*from the-^oHginal 
schema, as it does not appear to fit in With what ianormally taught in'the economics classroom. In Blogm's*formulation, the 
emphasis in yne^"synthesis*' category is on originality fend creativity. - ' , * / 
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on the basis of corisultation with members of the 
National* Advisory Committee (in particular wPth W. Lee 
Hansen), The extent to which the working committee 
was able to find of to write teaj items that adequately 
reflected this optimal tes^ structure is a^ completely 
different question,, and is. of course, open to critical 
comment by reviewers and users of the test instru^ 
ments 



3. Use of the^st 



V 



■ ' ■ / 

To Measure Student Knowledge 

The Test of EconomfC Literacy was design^ 
primarily to aid teachers in evaluating and improving 
the quality of high school ecoriomics teaching. 
^There are several ways in which it can be used to 
achieve that objective = ^ • / 



# In Pratpsts 

^ ^The TEL can be administered as a pretest at the 
outset of a unit of instruction/or at the beginmr.ig of a 



semester to assess the istudehts' prior knowledge 
* of ecQnomic Goncepts, This Is becoming mora and. 
more important.lo high school teachars because 
many school system^ liave jns^rted instructiorhln 
economics— sometirhes pnfly_^qn aJimited ^tsis||^ 
' Well below the high school grades. If pre-high^. 

school ecohomics instruction Has bOTn' effective, 
-__rdany_, students l\4ll:alr6adyl^ 
knowledge of economic iddas. Thus, the wise high 
school teacher will want to know the students' 
areas of strength and weakness, so that the 
teacher can balance -the course's contept appro- 
priately. V ' , 
To determine areas of students' relative strength 
or weakness in econ^rriio knowledge, teachars can 
compare the scores of Xhew students With the 
national s^cofes tor each test itern. The relevant 
national scores for comparison with* pretests aca^ 
those listed in the Discussion Guide in Part II for 
students "without economics." Small differences 
between spores reported for a given question in this 
manual and tHose obtained in the classroom should 
not be emphasized. However, certain kinds/ of 
comparisons may prove useful. For instance, if^ tlpe 
average score of«tudents on the test as a wholeJs 
as good or better than the national scores, signifi- 
cantly lower scores on selected items may indicate 
areas of economics the teacher rnay wish to 
emphasize in subsequent teaching. The Discussion 
Guide provides a brief ratioriale for each question, 
and teachers might want to examine those before 
^ deciding )Whettier the particular concept; tested 
deserves greater aftention in the classrpomj If still in 
doubt, the teacher should refer to the ■ relevant 
pages of the MCG Framework, 

In addition t^^pomparing pretest scores by item, 
teachers can gtoup their students' responses by 
the content and/ or cognitive categories discussed 
in Section 2, above. This will fnable the teacher to 
compare scores in several different area^-^. of 
economic content or levels of cognition. For exam- 
pie, the scores of students in a given class can be 
compared with national scores in content catego- 
ries such as economic systems or macroeconom- 
ics or in cognitive categories such as application or 
analysis. Students' incorrect responses often tend 
to cluster about specific topics; the identification of 
such topics may lead teachers to give them greater 
emphasis and to develop strategies for teaching 
them more effectively.. However, whether a compar- 
isoh is made on the basis of^ indi\^dual items or 
content/cognitive groupings, the TEL can be used 
to identify areas in which students have str'Sngths 
and weaknesses even beforfe ^formal teachifig 
'begins so that the teacher can makte appropriate- 
adjustments in tfe time and ertiphasis" given to 
. various ecoriomic topics. ♦ 



• In PosMests ' ' 

)\ The TEL can also be us^6 at the^'end *of 4 
.Sfmester or gnit of instruction in order tb measure 
the extent to which underitanding improved, 
PosHast' scores for a^iven group of students may 
„be cofnpared to their pretest scores and to the 
-natfonahacor^s-for-students— with-#eono 
the Discussion/Qflide (Part II). A pretest/posttest ^ 
usa of the TEL should help to provide evibenGe of 
th© eff^t of a, given curricylunr^and teaching strtat- 
egy oh stydefits;^.ecipnbmic literacy ^ This will be a 
particularly; usi^tul tool of comparison if the test is \ 
administereid on both a pre- an^ post-test basis to 
classes in school system in'which varying degrees 
of emphasis are placed on economics and different 
teaching approaohes employed. It is hoped that the 
TEL will be used that way to measure the impagt of 
varying teaching treatments on student pfrfor- 
' mance in economics. Rigorous evaluations of this 
kind should contribute significantry to the irhprove** 
ment of teaching effectiveness in high schools ^-l. _ 
^ When used as a post=test, the TEL should be 
administered early enough to allow one or two class 
periods to be used for discussion of test scores, 
y individual test items; and topic areas. Th^i teacher 
can take advantage of the students' natur.al interest 
in their, relative standing in the class and in relation 
to the national norming sample of 'students who 
have had previous training in economics. 

To help compare item responses of a given ■ 
group of students with those of the norming sample, 
the Discussion Guide, below, lists- eagh question 
and the possible responses, with the - correct ^ 
response printed in bold face. Also included for 
each item, in columns to the right of the item 
rationales, are the percentage of the norming 
sample of students with economics' and without 
economics whose answers' were correct and an 
Jtem discrimination coefficient.^" The coefficient 
indicates the ability of a given question to discrimi- 
nate between those students who.' 'knoW ecoriom-.^ 
ics'* and those who do not. It is more an evaluation 
of the individual item than it is of the individual 
student. The higher [he coefficient (i.e., the closer it 



10. This is* the point-biserial correlation between an individual test 
item, g, arfd the total test score, The formula for this 
correlation is " 

r,, = |(x,^ x)/SJ ^/(^/0,) • 

where = mean score of those answeririg item g correGtly 
*M = mean score oh the total test 

= standard deyiation on the total test 
= proportion answering item g correctly 

As a further reff rence. see Harold Qulliksf^ The Theory of 
Mental r^s/s (rsTew York: Wiley, 1950), p. l2b. . 



'to.,+ TO), the better 'the item. The lowen^m 
coefficient' (i,e,^ the closer it is to"^ T6),,thrworse 
the item,^ An item discrimination .coefficient of zerq 
would indicate a question ttlat com^etely fails "^tp ; 
discriminate, betwfcen' "strong" , and ' ''weaR'' 
student's. In general^ ah item". discrimination coeffj- 
cient below O.gO is a %Qor/discriminator/' Ques- 

lions' wittT'a^gMl^coa^ 
inators (indica|lfiglhat ntere *'weak'' studenttf^get 
the Jguestion f\^hl \\\an 6o ''strong'' studarfts).. 
Teachers shoold^also be aware that the item 
diserimination coefficrent does not adjust for the 
reading level or general ability of individuai studepts 
in the. norming sample. Thus, relatively ''bright"! 
students may do well on a given questidn regard= 

M6ss Qf whether or npt they -have had economics 
instruction. - , ' V , * ■ - 

There are other reasons for using the item 
discrimination 'information with. care, item difficulty 
(percent^fe of correct responses! depends upgp 
many things besides the complexity of the fact, 
concept, or principle being tested. Such matters as 
classroom emphasis on the specific point in ques- 
tion, the closeness or plausibility of Pncorrect alter- 
natives or "distractors," and the relation of the item 
content to students' outside activities, experiences, 
and reading and TV=viewing habits may; al^so affect 
item difficulty. Therefore, it is worth stressing again 
that undue^emphasis should not be placed on small 
differences between the percentage reported in this* 
manual and those obtained in the classroom. 

When students cannot answer a question or find 
it most difffcult to select the correct answ^f, they 
are generally very interested in what the correct 
answer is and why it is corretet. Students' incorrect 

.responses often tend tp/"be concentrated on 
specific topica/lt is on tho^ topics that review time 
can be spent most profitabl^dh'ce.the clustering of. 
errors is an indication of confusion about the topid 

-Depending upon the class,^he teachers may wish 
tb read the rationale Jor each* correct answer, 
directly from the Discussion .Guide or simply use it 
as a basis for their dwn^ remarks' Discussion can ' 
then continue between students and teacher, using 
the class's textbook as welL as ^supplementary 
materials for background information/ In this way, 
the TEL can become a powerful teaching tooL 

^ r) i . 
• During a Course ^ 

A third use of the TEL is to administer one of its 
foi^msmtdway during a cburse or unit of instructiori 
angJ to use the results for /orms//Ve evaluation^ 

^purpos'es. Data on.'Sju4fent" performance near the 
halfway poirat cartWen be used to alter instructional 
strategies fc:3r the balance of the course' or unit, 
thereby more closely 'reaching the instructional 
goal; greater student economic literacy^ ; . 
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When used on a pretest, midterm, and post=test 
basis, it- isjikaly t|\0t some student "learning" will 
result because "stUidents will then take one form of 
the test twice. In other 'words, students may "re= 
mamber'" items from one test administration 40 the 
next= T^is effect -can be reduced sutetantially, if not 
completely, by altar'nating forms'of the test. Howev= 
er. if an /entire quarter or semester intervenes 
between administrations, the same. form of the TEL 
may be given without concern for major "incidental 
learning" effects Jhfough the testing process itself * 

Learning-^Ecor|Omics through Grdap 
Testing 

Standard testing practices tend to jDe corriQetitive 
situations 4pr students, pitting one student againsl 
another, the entire class, or the national norms. 
Some students may find this situation threatening or 
intimidating. As an alternative^ teachers may wish to 
enrfploy the group-tastmg method developed by 
Peter R. Senn of the; Chicago City Colleges, Wright 
Campus, - J i* . 

In Senn's method. sW^dents are uncouragecJ to 
form small groups 0 five to eigt>t students each and 
to work cooperatively oh individual test items Each 
student has an individual answt^ shnet on which to 
record his or her individual response, but thn group 
as a vyhole must come up withi a "group answHr" to 
each question (from whicn individual student 
answers rriay differ) Members of eacli group ar(;5 
encouraged to discuss each question and its selec- 
tion of answers ^'and to develop reasons for the 
choice of '-correct'' responses Wfinn all groups 
have completed the ttist, a class discussion of 
every question follows For each question, a differ- 
ent group IS c^-lled upon to give the corrHCt" 
answer and the group's rationale for its choice 
Class discussion can then follow, particularly if a 
group>'s response is incorrect 

Senn's group=testing method places ernphasis 
on cooperation rather than competition and engen- 
ders a nonthreatening, nonintimidating class spirit It 
also leads to group learning, which may be far more 
effective than more traditional approaches Howev- 
er, the group-testing method obviously rt^duces the 
accuracy of measurement of individual student 
achievement or performance as eustoniarily rnea 
sured 



Chance Results 

Each question on the TEL has four possibli 
choices, one correct answer and throe distractors 



Pure chance would thus dictate an aggregate 
correct score of 25 percent (11.5 points on the 
T€L) for those who had absolutely no l^nowledge of 
economics. If some studenta score below 25 
percent on the test, their'answer sheets in particulpr 
should be carefully checked for systematic errors in 
test marking, scoring, or test administration. For = 
instance, the key for Form A might have been used 
inadvertently to score a Form B test. ^ 
W should also be noted that the norming data 
yrelded several questions with "below chance** 
scores for the norming sample. These results indi-, 
"cate particularly difficult items which rnay be faulty in 
some technical way,, In evaluating answers to such 
items, allowance should ^e made for the "quality" 
of the.lquestion Subsequent work on thenTEL may 
lead to modification oi individual test items or 
"improvement" in itqm statistics thrbygh jhe elimi- 
nation or reduction of ■measuferrfenti-SYror, In a°ny ' 
event, prete'st results for an ^entire class should 
equal or exceed the chance score of 1 T5/ 



Use in Various Courses^ 

It should also be stressed that the Test of 
Economic Literacy was not designed for exclusive 
use in high school economics courses. Poachers of 
social studies, business education, consumer 
education, history, home economics, and other 
subjects may find the TEL useful, particularly if the 
courses include significant amounts of economics. 
Moreover, community college economics ^instruc= 
tors may find the TEL useful in evaluating student 
achievement in basic ecorittmics courses^ Finally, 
preservice and in -service teacher trainers may find 
the test worthwhile for college-level instruction of 
teachers m courses and workshops In fact, any 
course, workshop, or unit of instruction based on 
the MCG Framework and intended for the high 
scftool level and above can be evaluated effejctively 
by means of the TEL If the MCG Framework is not 
the focus of instruction in a particular teaching 
Situation, the TEJ- may or may not be an appropriate 
evaluation instrument: the teacher must decide on 
an in^!v.idual basis. 



Use m Rfesearch 



The Test of Fconomic Understanding, which was 
published in the 196Qs and was the predecessor of 
the TEL. led to a surge of evaluative studies and 
researcti on the teaching and learning of economic 
cofiC(jr)ts in schools. It is hoped that the TEL will 
conttnue that trend Researchers employing the TEL 
in expenr'nental settings may wish to pay particular 
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attention to the technical data reported in Section 6, 
*below. In addition, ^ a JCEE jeport now b.eing 
prepared will contain a number of useful observa= 
tions for reseafcher^ and evaluator^/'^ 



Administering the Test 

General Instructions 



The Test of Economic Literacy has been 
designed tp be used^primarily by teachers. Those 
who administer the test should be familiar with the 
probedures described below. Unless standard 
procedures are followed when the TEL is given, 
results obtained at different times may npt be 
strictly cgffiparable. The TEL is easy to administer 
and may be scored by hand or machine. 

The norm data provided in this manual are the 
result of testing many student groups throughout 
the United States. To ensure meaningful compari= 
sons with the national sample* it is essential that the 
instructions that follow are adhered to by examiners 
during administration of the TEL/Spicific directions 
for the ^student are provided in the test booklet 
Although these instructions will be adequate for 
most situationSt it 'is suggested tfiat the examiner 
carefully look over the test and the answer sheet 
before the testing session begins in order to antici- 
pate any problems. 



Materials 



StuaeniS TOIIOW instruCTions, mere win ue iiu wrmiiL 
in the TEL test booklets, which can jk^reJore be 
used a number of times. After each te^ng sessior 



The TEL is printed in a reusable test booklet. If 
students follow instructions, there wifl be no writing 

' ')e 
3ion 

the booklets should be inspected for pencil marks. 
Any marks should be completely erased before the 
booklet is reused or else marked up test booklets 
should be discarded. 

The test questions may be answered on a 
facsimile pf the answer sheet printed in Appendix B 
or on-any nte^hinee/^a^ble havin% aV 

least 46 answer positions, each with at least four 
options. If answers are to be machine scored, the 
teacher must use answer sheets that are compati-^ 
tOe with the scoring equipment to be used, anti the 



11. William E. Becker Jr. and John C. Soper. eds., ''A Compre- 
hensive Fvaluation Design for the Program and Structuro of 
the Joint Counci! on Economic Education and its Affiliates." 



students must mark the answe^ sheets with the 
appropriate pencils (usually No, 2 lead). In any 
event, cautidn students'not to use a ballpoint pen. 
Use* of a pen will make it difficult to change 
responses and most machines will not score ball- 
point markers.' For machine scohng, it is well to 
have afflitional pencils of the appropriate type on 
hand. 

The room in^ which the test is to be administered 
should be well-lighted, welhventilated, an^^^Soh- 
ably quiet. The students should have sufficient 
working space to handle both the test booklet and 
answer sheet. Students should be seated so as to 
minimize opportunities to see each other's answers 
(unless the group-testing method is used). 

All test materials should be counted and assem= 
bled prior to the testing session. Some time may be 
saved by placing an answer sheet under the front 
cover of every test booklet so that both answer 
sheet and test booklet can be disthbuted in a single 
operation, fvlake certain that each student receives 
only one booklet 



Timing the Test 

The TEL requires about 40 minutes of testing 
time. If testing is done in a class period that is 
shorter than 40 minutes, and the time cannot be 
extended, allowance should be made for.this factor 
when Jest scores are evaluated and compared to 
the national norms. Since the TEL was designed as 
a power test rather than as' a speed test, it is 
probable that most students will complete it before 
40 minutes are up. Since many class periods are 
set at 45 to 50 minutes, the testing should t^egin as 
soon as possible after the start of class. To insure 
that students do not arrive late, it may be helpful to 
remind them in the class prior to the test to try hard 
to be on time and to bring No. 2 pencils. 



Directions for the Examiner 

First pass out the answer sheets (and No. 2 
pencils if necessary) and instruct those taking the 
test to fill in the appropriate information on the 
answer sheet. Make sure \)m students mark which 
-form 'Of* the test, A or B, they are taking. If the test 
booklets .and answer sheets are not passed out 
together/ distribute the booklets whije the students 
are filling out the preliminary information on the 
answer sheet. Test booklets should remain face up 
and closed until the examiner gives the signal to 
begin. ' 

When everyone has received all the necessary 
materials^ say; 
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**Read the directions io yourselves as I read them 
.aloud: 

"1 Please fill out the information requested gn 
the answer sheet before beginning your test: 

"2. When marking your answer sheet, use onfy^ 
regular No 2 penciL DO NOT USE A BALLPOJNT^ 
PEN. Do not make any stray marks on the answer 
sheet. If you make a mistake, erase completely the 
answef^ you wish to change. 

"3- This test is designed to measure your under= 
standing of economics. Not all students will have 
taken a formal course in economics, but most have 
learned something about the subject in their regular 
courses, though reading, listening to the radio, or 
watching television. These questions will measure 
how well you understand the principles of econom= 
ics and the way our economy operates. It is proba- 
ble that you will not know the answers to some 
questions. However, you should answer every 
question by marking what you think is the best 
choice, using the informiation you do have to select 
your answer. Work at a comfortable speed, but do 
not spend too much time on any one item The test 
consists of forty=siK questions or incomplete state= 
ments, for each of which you are to choose the one 
best answer Even though in some instances more 
than one answer may appear to be correct, your 
task is to choose the best answer 

/ ^ ■■ 

After reading the directions say 

"Sample questiona d and 2 on the front cover of 
the test bogkiet give examiples of properly 
marked answer Notice that response C on ques= 
tion 1 a n't! response A on question 2 have been 
filled m cleatly When you begin the test, read the 
question capefully and choose your answer Then 
use your ^ncil to blacken the lettered space on the 
answer sheet that corresponds to thu letter of tht^ 
answer you ha\^e chosen 

If the answer sheets will be scored by machine, 
say. 

"The papers will be scored by machine, so be 
sure that you use only a No 2 pencil to rriark your 
answers On your answer sheet Fill in the space 
unde^the letter that corresponds to the letter ^f the 
answer you have chosen Be certain to make each 
mark heavy and black. If you change an answer, be 
sure to erase your , first mark completely befcfu 
making another mark. Erase all stray miarks on ycur^ 
answer sheet." 

Whether the sheets are to be scored by hand or 
by rnachine, say: 

"When you finish the test go back and check 
your answers. If you have any questions, raise your 
hand now. No questions concerning any aspect of 
the test will be answered after the test has begun 



But if youn.pencit breaks or if you d^Sct a faulty' 
booklet or answer sheet, raise your f^nd," ^ 

When you have answirM all questions, -say: 

"You will have 40 miini^^for the lest. Remem= 
ber. make no marks on the test booklet itself. All 
nght—begin." ^ 

During the first few minutes of the test, check to 
make sure that everyone is marking his or her 
answer sheet properly When testing is completed, ' 
collect all matenals^ Verify that all materials have 
been collected before students leave the room, 

If both forms are to be administered during the 
same testing session, 80 minutes should be set 
aspe for actual test taking by the studentf : If a 
small group is tested, the teacher may Tind it 
oonvenient to distribute the second test booklet 
and answer sheet as students complete the first 
test. With larger groups, it giay be more convenient 
to distribute both test booklets and the two answer 
sheets at the beginning of the testing session. In 
either case, students must be especially careful to 
indicate the form of the test (A or B) on each 
answer sheet 



;5, Scoring THE Test 

The score for the Test of Economic Literacy is the 
number of correct responses. The maximum possible^ 
■' score on each form is 46 A single answer sheet is 
used and the sheet may be scored by hand or by 
machine 

To score the test by hand, use the key and 
facsimiles of the answer sheet in Appendix B. Scan 
each answer sheet to make certain only one answer 
has been marked for each question; if more than one 
answer space has been marked, the response to that 
question is considered wrong. To use the scoring key, 
punch out the blackened circles for Form A or B and 
place the key over the answer sheet Double check to 
be sure that the scoring key is for the same form (A or 
B) as the test The raw score is the total number of 
answer 'marks showing through the holes minus any 
multiple=rnarked items 

After the tests have been graded and returned to 
the students, the teacher should read each test item 
aloud (as the studeij!s read silently from their test 
booklets and take note of their responses), asking 
those who answered correctly to_^ raise their hands. 
The number of correct responses divided by the 
number of students taking the test and multiplied b% 
100 IS the class percentage correct for that item. This 
percentage may be compared with the appropriate 
norming data in Part II. 

Many schools and virtually all colleges are now 
equipped to score tests like the TEL by machine, In 



most such cases, a special answer sheet is required 
that is compatible with the scoring machine available. 
Usually, No. 2 pencils musf be used to mark answers, 
If machine scohng will be used, check with the scoring 
service In advance about required answer sheets and 
pencils. 

Machine scoring of tests often also produces a 
printout of the student roster with raw scores and 
percentiles for the scores based on the group tested. 
In addition, the'group mean, standard deviation, and a 
frequency distribution are often prwided Such data 
can be very useful in the interpretation of group 
results, 

^ ■ . 

6. Technical Data 

standardization and Norms 

The TEL was normed in May-June 1977/^' using 
a nationwide sample. The purpose of the norm data 
collection was to make test scores as meaningful 
as possible. The testing provided national norms 
against which test users may compare the scores 
of their students. In addition, statistical data 
obtained from the norm data were used to judge 
the technical adequacy of the TEL 

The norm data were collected from classes m the 
92 high schools listed in Appendix A. The approach 
taken in selecting schools was to obtain a diverse 
group that would include (1) students from different 
geographical regions (Northeast, North Central. 
South, and West). (2) difterent areas (urban, 
suburban, ^'mixed." and rural), and (3) difterent 
sizes of schools. However, no claim is made that 
the group tested is exactly representative of the 
student population enrolled in high schools through- 
'out the nation. There is, however, a high probability 
that the norming sample contains a random dtstri- 
bution of students by general ability (IQ), socio- 
economic status, and ethnic-racial mix. although no 
explicit categorical data are available Jo differen- 
tiate students by such subpopulations 

The data should not be considered as indicating 
standards of achievement in high school econom- 
ics. Rather, they are intended to aid teachers m 
comparing their studients with others. The compare 
sons will be meanirrgful to the extent that composi- 
tion of the student body in any class is like that in 
the data sample. 



12. If the TEL is administered to a student group at a different 
time of the academic year, performance levels for that group 
relative to the national norm group may not t^e strictly 
comparable. 



TABLE 5i Aggregate Statistics for the TEU 



Norming Sample 


> Spring 1977 






Form A 


Form B 


Mean 




22 89 


Standard deviatton 


8 52 ' 


8=43 


N 


4.192 


4,468 


Standard,error of measurement 






(S.E.M.) ^ 


3 02 


3-01 


Cronbach Alptia 


0 875 


0.872 


Per cent wrth economjcs 


55 


58 



For the norm^ sample as a whole (8,660 
students), Table 5 reports the aggregate statistics " 
obtained for each form of the.test. These statistics 
indicate that Form A of the TEL is slightly more 
difficult than Form^^ B (mean difference ^ T3 
points), but that the standard deviations, standard^ ^ 
errors of measurement, ind Cronbach Alphas do 
not differ significantly between forms (the standard 
error of measurement and Cronbach Alpha are 
measures of test reliability, discussed below). 



Norm Tables 

Tables 6 and 7 present the norms obtained for 
eleventh and twelfth graders— with afftS^ithout_ 
economics training, by form pf^^^© test, ij^ercen- 
tilis These tables permit the^tonversion. of raw 
scores* to percehtila ranks for = the appropriate 
grade level and also according to whether students 
have had ptior instruction in econonnics or not. 
Percentile ranks are/ obtained by calculating the 
total percentage of students in a given grade who 
scored at or belo^^ a certain raw score. 

Percentile norms allow comparisons to be made 
among studetits in different groups. For example, 
an eleventti grader with economics who obtains a 
raw score of 29 on Form A of the TEL is performing 
as w@tl as. or better than, 91 per cent of all twelfth 
grpders. taking Form A without economics who 
participated in the norming of the TEL. 

To use the norms in tables 6 and 7, simply read 
across from the raw score column to the column of 
percentila rankings for the approphate grade level 

Item Analysis^ 

Test administrators may want to know how their 
studants performed on certain parts of the TEL, 
This would be particularly important in cases where 
the teacher covered only some of thte concepts 
included in the test. Tables 8 apd 9 show the . 
average percentage of correct responses for each 
item for students with and without economics and, 
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16 
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TApLE 6i Percentile Norms for the TEL, Form A 

^ Grade 11 Grade 12 

Raw With Without With Without 
Score EconpmiGs Economics Economics Economics 

46 ' ' 



45 






99^ 




44 






f 99 


i 


43 


99 




^'^97 




42 ^ 


99 




96 


99 


4 1 


99 




94" 


99 


40 


98 




" 9 1 


99 


39 


98 


99 


89 


99 


38 


97 


99 


86 


99 


37 


97 


99 


84 


96 


3e 


97 


99 


80 


98 


35 


95 ^ 


99 


78 


97 


34 - 


94 


99 


75 


96 


33 


93 


98 


72 


96 


32 


92 


98 


09 


95 


31 


90 


98 


65 


95 


30 


88 


97 


63 


93 


29 


BQ 


97 


60 


91 


28 


84 


96 


55 


89 


27 


81 


95 


53 


87 


26 


79 


92 


50 


84 


25 


75 


91 


46 


82 


24 


71 ^ 


88 


43 


79 


23 


68 


83 


40 


75 


22 


63 


80 


37 


70 


21 


59 


76 


^ 34 


65 


20 


53 


7 ] 


30 


60 


15 ' 


48 


66 


27 


5 3 


18 


44 


58 


■ -'^ 25 


46 


17 


37 


51 




39 


16 


30 


42 


20 


34 


15 


25 


36 


18 


28 


14 


2 1 


29 


15 ' 


24 


13 


,16 




13 


ia 


12 


12 


1 7 


1 1 


14 


1 1 


9 


14 


H 




10 


6 


8 


6 


6 


9 


4 


4 


4 


3 


8 


0 


2 


1 





7^1 1 



TABLE 7i Percentile Norms fof the TEL, Form B 

GpadeH Grade 12 

Raw With Without With Without 

Score Economics Economics Economics Econornics 



46 










45 










44 






■ ^ 99 




43 






99 




42 






97 




41 ' 


99 


) 99 


95 . 




40 


99 


99 


93* 


99 


39 


99 


99 


91 


99 


38 


99 


■ 99 


88 


99 


37 


99 


98 


85 


99 


36 


98 


98 


82 


97 


35 


98 


97 


79 


96 


34 


97 


96 


\ 75 


94 


33 


96 


94 


72 


93 


32 


95 


93 


69 . 


92 


31 


94 


91 


64 


91 


30 


93 


89 


6 1 


89 


29 


92 


68 


57 ^ " 


87 


28 


90 


86' 


53 


84 


27 


87 


82 


50 


81 


26 


84 


79 


. 45 ' 


79 


25 


81 


. ' 75 


4ll^ 


J5 


24 


76 


71- 


37 X 


73 


23 


70 


66 


33 


71 


?? 


66 


61 


30 


65 


21 


60 


56 


27 


62 


20 


55 


50 


24 


58 


,19 


49 


46 


21 


62 


18 


43 


40 


18 


48 


17 


35 


35 


15 


41 


16 


30 


30 


13 


37 


15 


26 


24 


1 1 


31 


14 


21 


19 


9 


27 


13 


15 


1 5 ' 


8 


22 


12 


12 


1 1 


5 


17 


1 1 


8 


7 


3 


12 


10 


5 


4 


2 


"8 


9 


3 


'P 


1 


5 


8 


1 


2 


1 


3 


7 


1 


1 




1 


6 











also, the overall item discrimination coefficinnt (sne 
Section ^3, above) These data are also reported m 
the Discussion Guide, below 

Tables 10 and 11 show the percentage of all 
sludents responding to each of the four options for- 
. each of the 46 items and the percentf3ge of omitted 
responses, byMorm of the T5t, An item analysis of 
the l^ind presented in tables 8 through 1 1 can be 
very usefuL For example, if a substantial percen- 
tage of students answered A when the correct 
answer* is C, the teacher would do' well to study 
distractor A in an attempt to determine the reason. 
Perhaps the students were misled by the teacher's 



or textbook's presentation of the rTiaterial or by 
some item of suppler"nentary roatenal. 

Reliability 

The reliability of a tesl is the degree to which that 
test measures student "performance consiftently. 
For exariiple. two students taking the same test are 
likely to obtain different scores, but each student 
taking the test again (without intervening instruction 
in the subject being tested) should obtain about the 
same score as the first time: However, many 
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TABLE ft: Percentage of Correct Response^ and 
Discrimination Power, TEL FornyA^ 



TABLE 9: Perceaftage of Correct Responses and 
" Discrimination Power^ TEL Form B 



Per Cent^Correct 



Correct 
Item Answer 



Diicrimination 
Coefficient 



With 

Ecoriomifcs 



Without 

Economics 



i 








dU o 




1 


^- C 




42 


A A 


2 . 


A 




^o 


RT1 1 
V U 1 


40 1 


3 


C 








1Q 1 

1 3 1 


4' 


c 






7 1 n 


^ 1 R 

□ ! ,.Q 


■ 5 


B 




38 






6 


C 










7 


B 




36 - 


QD / 




8 


D 




28 


62 1 


54 9 


9 


B 




■ 31 


fe2 5 


48 8 


UJ 


A 

A 




A A 


AD 7 




1 1 


u 




JO 


R*^ Q 


47 8 


1 2 


A 






oy u 


46 3 


13 






45 


/ 1 4 


b J i£ 


14 


CJ 




dy 




- 52 5 


1 5 


C 




J S 


S 1 2 


75 4 


1 16 


U 






CJ J 1 




17' 


A 




32 


Ad Q 


JO 


18 


B 




36 


' 50 6 


35 9 


19 


A 




40 


81 8 


7.8 4 


du 


D 




A Q 


44 0 


35 4 


2 V 


B 




24 




18 G 


22 


p 




46 


f^Q 7 


60 n 


23 


D 






^ -.3 ^ 


4 1,0 


24 


A 




40 


£ i 7 




25 


D 




40 J 




5.^ 0 


26 


B 




4 7 


7n CI 


B 


27 


D 




45 


6 9 3 


')Q 3 


28 


C ^ 




43 


53 6 


. 44 7 


29 


B 




43 


46 5 


33 7 ■ ■ 


30 


c 




36 


4i£ □ 


[ ] S 


31 


B 




3U 


£ o n 
D O ^ 


4 0 ''^ 


32 


B 




46 


/ U D , 




33 


A 




40 


bu y 




34 


c 




38 


'3 G 7 
JD 1 


9^ 1 


35 


' A 




35 


39 b 


33 1 


36 


B 




39 


54 9 


43 S 


37 


A ' 




32 


33 1 


23 7 


^ '38 






^ 30 


35 7 ^ 


30 n 


39 


' C 




38 


46 6 


34 8 


40 


D 




,45 


40 4 


2b 3 


41 


• C 




37 


44 5 


30 0 


42 


D 




47 


41 4 


.215^ 


43 


A 




42 


43 3 


' 29 8 


44 


C 




41 


42 6 


27 9 


45 


D 




27 


20 0 


14 9 


46 


A 




36 


44 6 


32 5 



factors (including practice in taking the test) cause 
changes in student perforrnanc'e fr^om day to day 
As a result, we can never measure a student's 
performance perfectly^ i.e., obtain his or her;'true" 
score. 

Fortunately, it is possible to estimate the amount 
of variation in test scores that is due to measure- 
ment error, and thefefore to specify a range within 
which one can be relatively certain the "true" score 



Per Cent Corr^t 



Correct ' 
Itern Answer 



Discrimination 
Coefficient 



With 

Economic: 




Ithout 

conomics 













34 8 


\ 


■ D 


41 




62 X 


2 


c 


28 






,42.6 


3 


A 


34 






38,2 


A 


p 


35 




28.6 


15.2 


5 


Q 


33 


4^ 4 t 


41.2 


c 

D 




' 38 


./ 


68 5 


62 5 


7 








.58 9 


51 3 * 


8 


c , 


4,-i;''" 




46 4 


"40 2 


9 


B 






40.6 


30.9 










43 4 


8 

36:4 


\ =1 


A 


42 




67 4 


^ 57.8 


1 ^ 




29 




5 1 2 


46:6 


1 Q 
1 o 


n 

LJ 


39. 




BB 9 


86 0 


1 A ' 


LJ 


HO 




33 7 


. 23 1 


1 R 




50 




80.9 


76.0 


1 6" 


A 


32 




59 2 


53 7 


r 1 


p 

w 


' 46 * 




75 *4 


75 9 


J 8 


B / 


41 




71 3 


' 67,8' 


/19 ^ ^ 


A ' 


46 




77 6 


69 0 


d U 


o 


44 




75 2 


^69 3 


d 1 


[J 


■ 39 




37 r> 


25.9 










25 9 


2 15 










59 9 


§9 5 


^ H 


n 


44 




4^ 0 


30 0 






39 




6 i 4^ * 


59 7 


£-6 


□ 


27 


) ■ , 


58 4 


'5^1 5 


■ ^ ? 3 


n 


34 




65 3 


52 p 


28 


A 


45 




37 2 


2p 9 


. 29 


B 


41 




53 1 


45 3 


-JU 








44 7 


35 1 


T 1 
O 1 


n 


36 




38 7 

- - 


20. 1 




p) 


57 




53 5 


44 3 


J J 


a 

t:5 


28 




34 6 


33 6 


' } A 


A 


56 




"66 7 


58 7 


35 


0 / 


5 1 




51 5 


35 5 


36 




32 




51 1 


42 4 


37 


t \ 


,47 




56 a 


' 49 4 


38 


C 1 


52 




69 1 ' 


58 8 




A 


25 




27 0 


20 5 


40 


D 


49 




45 4 


35 6 


4 1 


B 


3Q 




52 3 . 


46 0 ^ 


;42 


B 


ir 




28 6 


26 8 


43 


c 


.40 




52 9 


5g 3 


44^ 


B 


43 




64 0 


53 2 


45 


c 


50 




60 6 


511 


46 


A 


25 




26 5 


24,0 



will fall By taking account of i\}ch measurement 
error, the reliability of the test as a whole can be 
estim^ated. 

,The standard erfor of measurement (S-E^MJ, 
reported in Table 5 for both forms of the TEL, fs an 
estimate of the amount of variation which can 'toe 
expected in. a test score A jaw sdore of 23 on a 
test with an S E-M, of 3.0 indicates pat we can be 
about 67^ per cent certain that a person's 'Irue" 
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TABLi 10i 



Pefcentage Response to Each 
Alternative^ TEL Form A 







4 192) 








Item 


A 


B 


c 


D 


BMnk 


''l 


41 


12 


14* 


33 


0 


2 


5^1* 


5 


■ 20 


24 


* 1 


3 


10 


22 


32* 


3> 


0 


4 


8 


23 


. 63* ' 


6 


; 0 


5 


10 


61*^ 


. 24 


5 


0 


6 


9 


13 


64* 


> ' 13 


1 ^ 


7 


16 


','51* . 


2 1 


12- 


r 


8 


27 


8 


S 


59* 




9 - 




5 1 * 


' 22 


17 


■ V 


"lO. . , 


. 36* 


,13^ 


29 


22 


J) - 


'1 1 


22 


12 


14 


51*1 


0 


12 ^ ' 


53* 


1 1 


20 


14 


1 


13 


9 


68* 


6 


1 7 


0 




21 


7 . 


56* 


17 


b ^ 


15 ■ 


4 


9 


79* 




Or- 


16 


12 


14 


15 


59* 


0 


17 


45* 


2 2 


16 


1 7 


0 ^ 


'18 


23 


44* ' 


6 


25 


1 


. 19 


'80'* 


8 J 


8 


3 


1 * 


20 


' 24 


19 ^" 


'1-6 


40 *< 


0 


»^21 . 


7 


25* 


49 


18 




22 


10 


1 1 


13 . \ 


I 65* 




23 


18 


16 


20 


\ 46* 


1 


24 . ^ 


51* 


. 15 


^ 20 


13 


1 


£5. 


15^ 


13 


1 1 


60* 


1 


26 


'15 


64* 


1 2 


8 


1 


27 


12 


13 


9 


6b* 


^2 


28, 


1 7 


?1 


50* 


in 




29 


9 


4 1* 


1 7 


31 


3 


30 


31 


27 


27* 


1 2 


^^ 


31 


17 


48* 




16 


p 


^ 32^' 


. 8 


64* 




1 1 


3 


33 


44* 


17 


15 


2 1 


3 


34 


21* ' 


9 


3 1 * 


36 


3 


35 


37* 


19 


18"" 


23 * 


3 


36 


13 


50* 


1 6' 


] / 


4 


37 


29* 


27 ' 


23 


1 7 


4 


38 


M6 


33* 


29 


1 7 


4 


39 


23 




4 1 


14 


b 


' 40 


15 




27 




b 


41 


, 16 


18. 


38* 




h 


42 


23 ■ 


13 


25^ 




b 


43 


37* 


27 


18 


1 2 


H 


44 . 3 


9 


24 


36* 


25 


6 


45 


18 


31 


26 




7 


46 


39* 


25 


19 




7 



TABLE 111 Percentage Response to Each % 
Alternative, TEL Form B 
{M ^ 4,468) 

Blank 



0 
1 

'1 
1 

0 

1 
1 
1 

1 

^1 

0 

1 

0 

1 

0 

1 

0 

1 
1 

0 
1^ 
1 
T 
1 
1 
1 
1 
1 

M 



liem 


/A 


^ B 


c 


D 


/- 

1 / 


a-. 

; 28 


17 


4 


5J* 


2 


18 


19 


48* 


14 


3 


4 1 * 


18 


20 


20 


4 


4 1 


14 


. 20 * 


^ 23* 


■ 5 


35 


44* 


^3 


9 


6 


' 16 


M66* 


7. 


9 


7\ ' "■ 


5b* 


18 


i 

. 16 


9 


fife; 


■ 20 


13 


44* 


22 


9 \ ^ 




37* 


7, ' 


53 


-10 


28 


15 


.^41* 


16 


J 1 


63* 


24 


^ 6 


6 


.12 . 


49* 


9 


34 


7 


/;13 


3 ' 


•6 


4 


87* 


' 14 ' 


26 


17 


27 


29* 


1 5 


79* 


6 


9 




16 


57* 


9 


i2 


' ' .22 


1 7 


. 4 


^ 15 


76* 


4 


18 s 


8 


70* 


9 


13 


19 I 


74 *i^ 


1 1 


7 


8 


20 


9- 


^ 73* 


10 


8 


2 1 


1 1 


35 


21 


32* 


22 


15 


^11 


'24* 


49 


23 


9 


^ 60^ 


12 


19 


24 


' 1 7 


i5 


28 


39* 


25 


18 


7 


61* 


13 


26 


1 7 


56* 


15 


1 1 


27 


10 


^ 18 


1 1 


60* 


28 


34* 


21 


25 


19 


29 


2 1 


50* 


18 


10^ 


30 


4 1* 


20 ' 


18 


20 


3 1 


26 




30 




32 


9 


18 


21 


50* 


33 


14 


34* 


21 


30 


34 


63* 


1 1 


17 


7 


3 b 


13 


17 


24 


45* 


36 


20 


18 


48* 


12 


37 


i 1 


26 


54* 


7 


38 


19 


9 


65* 


'\ 4 


39 


34* 


20 


37 




40 


19 


^21 


15 


41* 


4 1 


'15 - 


50* 


1 1 


21 


42 


13 


28* 


37 


18 


43 


13 


1 1 


52* 


20 


44 


^ 15, 


=60* 


14 


7 


4^ 


10 


12 


^ 57* 


17 


46 ' 


26* 


29 


25 


15 



2 
2 
2 
3 
3 

4 
3 
4 
4 
4' 
4 



^1 



*Gorrect response 



*Uorrect respqnse 



score lies in a range from 20 to 26 (26 t 3 0). or 
that we can be 95>iper cent certain that the -jrua" 
score lies jn^a raHge from 17 to 29 123 r (2 x 
,3=0)1= The smaller the S,E.M. , the more accurate a 
test is as a measuring instrurrient individual test' 
scores are bast thought of as lying within a range, 
rather than, as single scores, because of our inabil= 
i ity to measure perfectly, i,e., we never obtain a 
standard error of measurement of zero 



Another measure of overall test reirabiiity is Cron= 
bach's Alpha^ a statistic yielding a coefficient with a 
value ranging fronh, zero to 1.00; the higher the 
coefficient, the greater ^the statistical reliability. A 
Cronbach Alpha of 1.00 Would indicate a perjp&\\f 
reliable test, while a coefficient of zero would indi= 
cate a totally unreliable one. In spite of low discrimi= 
nation indexes, a number of TEL questions (e.g., 42' 
on Form B) were retained in the final version of the 
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TABLE 12^ Statistical Differences befdrte and after Instruction 
^ (^tal N ^ 163) 



Mean 

Standard deviation ' 
Standard error 



Student^ ^\t^ ' 
Economics Insiructton (A/ 



Post-test 



Pretest ^ 



Difference 



Post 



^Students without ^ 
Economics Instructioji {N = Tifl) 

-tAst Pretest 



Difference 



25.51 19 72^ < 5 79 

7.45 *82' ' 4 9S^^ 

1.02 0 80 " ' , 0 69 

Pre/post correlation ^ 0 744 



/ = 8 45 (P-<1)/ 
degrees of freedom = 



18 80 

5 aa 

0 51 



21 07 

5.51 
■ 0^53 , 

Pre / post%or^e|ation = 0 608 

* t ^ (F=^0) " 

fjegcegR of*fre©dorri 109 



2'27 

4.82 
d 46 




TEL because of consideratiops of contem validity. If 
questions with higher discrimination ^pexes had 
been used iristead, the test would probably have 
had a higher overall refiability coefticient 
* Fihally. it should be stressed that the reliability of 
the Test of Economic^iteracy \s substantially higher 
than that of most teacher-made tests Therefore, 
the nnajor question to be -determined by each user 
of the TEL is whether the test as a whole = and the 
indivjdual questions on it = are appropriate for the 
testing of his or her students 



Validity 

A most irTiportant question for an educational 
achievement test such as the Test of Economic 
Lit&tBay4B whether .or not it measures what ought to 
be measured This is not a question that can be 
answered by reference to statistics The content'^ 
validity of the TEL, as mentidned m sections 1 and 
2. was established by the workirtg comrrrtttee's 
examination of a large number of test items. Those 
items selected by the working committee wer^e then 
subjeQied to review, by/members of the Nationa 
Advisory Committee, and the two panels exercised 
their, best judgment as to the appropriate content 
and structure of the instruments Thus the TEL cap 
be said to possess "face validity " It was' felt that 
the composition of the Na^nal Advisory Commit- 
tee ,and of the working committee would best 
ensure the overall validity of the test instruments for 
their intended use. A check on th^ validity of any 
individual tes.t item may 'be made bylnspecting the 
relative scores o| students in the norming sample 
who had . or whb had not had prior economics 
instruction (>see Part II, belo^). In appraising the 
validity of these instruments fdr any particular class= 




room, research, or evplUation apjplication. the user 
should refer fo the 'MCG Eramehork at 1he same 
time. ' . ' 

The validity df a test, as 'defined above, cannot 
be d^termine^ quantitatively. Content validity is 
determmfd by comparing, the-t^st ^questiopis with 
the content judged to bd important, not by com^par= 
ing scores on thq JEt with |Ome,other measure. On 
such a deffriition. there js clearly no one "validity" 
for a test Whether the' TEL ib a valid test defends 
on the 4)urposfe for^whjch it js used Some teachers 
may disagree with the content or w;ith the objectives 
emphasized by the TEL Working Cbrmmittee and 
the National Advisory Committee,. For those teach- 
ers, the TEL will not be valid. 

We have also obtained limited evidence of the 
TEL^s concurrent validity, the test's correlation with 
other measur^. of achjevement in economics. Data 
.were obtain4d from a bighly rated midwestern 
school, showing^ student performance on the test 
before and after econormics instruction Table 12 
presents the relevant data far this sample of 163 
sjudents The figuris show that the obseFved r:T]ean 
differences are significant beyond thq 0.01 level of 
bnfidence 

\ ' ^ ^' « ■ ^ 

/ ^ 
Additional descriptive Statistits 

Tables 13 and 14 prese/nt some additidnal de- 
scriptive statistics' derived [from the TEL norming 
spmpie by form. These supplementary data are 
''broken down by sex of student, class year (junior 
and senior), typ$ of area <rur^t. suburban, urban, 
"rriixed"), geographical region (Northeast, North= 
central,. South,, .West), prior ecjonomics instruction, 
and V^hether or not the student was enrolled in a 
DEEP ^Cooperating School System of the Joint 




tABLE 13: Descriptive Statisti^s for VfH^s Groups within the Normmg Sam^e Jorm A 



By Mudent sex an'd gride leval 
Females * ^ 

Grade 11 . *^ 
Grade 12 - , ^ 

Males r ; . 
Grade 11 ^ *i .^ . 

By^type of comffnunity^ 
^ .Rural 



Meari 



""^^BjynriijiiVT, 



Suburban - 
Urbari^^ 

urban-suburban) 

lOortheastJ 
jSouth / ' i 
''North Central 

West s 
By DEEP status Of district 

DEEP 

Non-DEEP 

All stufdents 



"22 as 

20.^-3 

26 7fS 

24 81 
'^20.72 

27 02 

2f 86 
24.5a 

22 09 

23 78 

22.4/ 
19 64 
27 04 
27 2-1 



23^ 99 



> Without Econorqi^s 



Number *v: 



an 



Std. Dev. 



,8 81/ 
V 20 
' i 10. 

9 56, 

9 82 

? 1 1 
8.68 

8 00 
P85 



7 7 1 
9 76 

8 47 

9 37 

8 96 

9 28 



^81' ^ 

222 
^ 515 

'U61 
^16^'^ 

' 664^ A. 


/ 18.24 
17 04 
^*.ll8.96 

. .^^1 8 60 ' 
' 119 90 


28 
1,656 
522 
108 


18.,Zrf 
18 Si 
22 07 


347. . 


J8/29 
' 19 52 
17 56 
21 85 


/1. 405 
909 


'ia 49 
19 59 


4s242 


18 91^ 



;J 5 97 

.6 93^- 
/ 6 09 
' 7 06 



5 4 
6.581 

6 00 

6 at 



5:88 
6 ^ 
6 51 
8 

6 31^ 
6 93 

b 

6 53 



Number '\ 



847 
373 
:.311 

'970 
164 

355 



^' 10 
1 :5jB0 
259 

5. 



898 
■ 378 
375 
191 

1,346 



\ 



i TABCE i4: ' Descriptive Statistrcs for Variou^^roup§ within the Norming Sample, Form B 



Mean 



With Econofnics 
Std. Dev. Number 



Without Economics 



Me^n 



Std. Dev. 



Number 



By student se-x and yrad^ lyvfei 










?^ 










Femajes,' ^ , 


23 


62 


8 


43 


1, 128 


20 


25 


6 68 


845 


Grade 1 1 


19 


74 


6 


09 


3 IB 


19 


99 


6 47 


460 


Grade 12 


25 


74 


9 


04 


58 i 


19 


92 


7 21 


■ 176 


Males 


/ 


1b 


9 


14 


1.400 


' 2 1 


34' 


7 53 


905 


Grade 1 1 ^ 


20 


13 


6 


47 


3 1 r 


21 


58^ 


^ 7 S4 


413 


GradI 12 


27 


44 


9 


47 


725 


20. 


32 


7 85 


193 


By type of* community 




















Rural . 


y y 


IS 


9 


63 


415 


21 


39 


7 80 


241 


Suburban * 


26 


.16 


a 


93* 


1,548 


20\ 


86 


7 15/ 


1^347 


Urban . 


2 1 


75 


6 


81 


578 


21 


01 


7 26 


210 


Mixed (urban-surburban) 


17 


16 


5 


?1 


45 


15 


34 


4 99 


47 


*By region 




















Northeast 


23 


50 


8 


1 1 


464'^^ 


20 


69 


7 05 


291 


Souttn ^ 


^ 21 


!38 


7 


43 


; 465 


20. 


03 


7 07 , 


702 . 


North Central ^ 


26 


42 


9 


57 


1,259 


21 






578 


West . ■ ^ ' ' 


23 


62 


7 


85 


262 


22 


18 


1^66 


258 


^By DEEP Status of district . , 




















■ DEEP ^ 
Non-DEEf? --'^ 


27 


1 1 


a 


85 


975 


20. 


94 


' ">.50 


679 


22 


73 


a 


47 


1 .604 


-. 20 


66 


7 11 , 


1J36 


All students 


24 


47 


8 


86 


2,528 


20 


8 1 


7 15 


1,750 



ERIC 



16 



^Gopncil oh Economic 'Educationf For eagh 
sgSgrpup, the;nean TEL score, standard deviation, 
^-and BubQfQu^^l^Brm given. ^ "^^^ 

Cotrelation with ^e^ral Ability = . 

have |io *large-sampff data on student 
general ability (lO)' or redding scopes, (a reasonsbie 

\proKy^rHQ) due to federal priva.cy^act c®r7Str,ajnts 
Hov^ew. jthe limited" sample of 163 ^dents re- 
ferred to above did provide a subsafriple of 93 

V studehts with matched TEL aiji^^lowa Test o1 
Educational Development (lf£D)*feading scolres. as 
w'ell as^data on grade level, TEL^ pretest scores, 
student sex. and type of plass the student tiad 



The Developmental Economic Education Program (DEEPJ^tf 
the m^jor schooJ-basad program of the >J,CEE. A DEEP 
Cooperating School System is one w^iich has efit^ered into a 
cbntractual affiliation with the jCpE. an'affiiiated4tSte council, 
and a regional center for e^on'omic' educajion develop its 
curriculum in economic edu^libn, tram its teachers in 
economics; produce, adapt, 'of a^opt new economic educa= 
tion materials; *and evaluate its^progress At this writing, over 
450 school systems in the. Unite'ti States, enrolling' more than 
10 million students, participate in DEEP 



13. 



attended (experimental or cohtrol). A sirnple corre- 
lation coefficienf of 0.642 exists betweefi\p'opt=test 

"scores on the TEt and the ITED rea^ding scor^as for 
the^^3 students. This suggests a higtiiy sign^qant 
relationship between reading ability (which may be 
inte^^ed as s /surrogate for intelligence) and 

■ performance on^he TEL. This posFtive correlation is 
consist|rit with the expectations of most test an^ 
measUt^ment specialist!, based upon experience 
with numerous > otheP correlations of achievement 
tests and general ability. 



14 For this subsampie of 93 students, a multiple linear regression 
equation was used to explain individual student^performgince 
^ on the TEL post-test That equation yields: 

POST-TEL ^ra26 + T890 SENIOR" ' v- 
^ * (1.11) ^ 

^ , f 0 530 PRE-TEL + W71 SEX 

d ' (5 87) /"'^ (1.97). 



X / si 



^ + 0.636 ITED + .3^79 fONEX 

(5 21) itm) 

where POSWEL is the TEL post-test score, SENIOR^equals 1 
^ for tweltth-g^e students and zero otherwise. PRE-TEL is the 

. TEL pretest score. SEX equals J for males and zero for- 

■ ^males. ITED is the Iowa 'Test ot Educational Development 
r composite 'reading score, ahd CONEX equals 1 for students 
' enrolled in h Title IV-C experimental course and zero for 
. students in control dourses. The figures in parentheses^below 
the regression cdefficients are f statistics; those for PRE-TEL, 
, ITED. and CONEX are significani at the 0.01 level The 

aquation as a whole is highly significaot with an adjusted 
R^^^.639 and an ^statistic of 33.59 with 5 and 87 degrees 
oft^^om Each point on the fitudent's ITED reading score 
(mean = 13 92 and standard deviation = 4 33) "'explains" 
0.636 points on. the TEL post-score (mean 23.01 and 
star^dard ^deviation - 7 06), t^olding the other variables 
constant 
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7. Three major factors of pro- 
duction are land, labor, and 
capita L Which of the following 
groups best illustrates these 
factors!^ 

A. Rent, workers, and money. 

B. Oil, taxi drivers, and bonds ^ 
C Iron- Of cterks^ and trucks. 

D. Farmers, investors, and 
manufacturers. 

Z What is meant the state- 
ment that every economic sys- 
"tem (such as tradition, com- 
mand,Wor market economy) 
faces tne fact of scarcity f 

A~ There are not enough 
productive resources to 
satisfy all wants of a socie- 

Every young society faces 
scarcity, but older econo- 
mies overcome this prob- 
lem, 

C There are times when some 
products can be had ^only 
by paying high prices. 

D. All economies have depres- 
sions durirjg which scarcities 

^ exist. 



To the economist," *Mand*' means natural 
resources in g&neral, "labor'^ means human 
effort, and "capital'" means productiva equip- 
ment or structures, e g,, maoWrteryj tools, build- 
ings, locomotives. Answer C Is the only one that 
satisfactorily illustrates eac^ of the three 
factorp of production: land ( iron one), labor 
(clerks), and capital (trucks). Note that "mon- 
ey*' (ir^A) and "bonds" (in B) are not capital in 
the way economists use that term. 



"Scarcity," in economics means that society 
has more wants than It has available resources 
(or means) to satisfy all those v^nts. This is a 
fundamental concept of economics and Hinder- 
lies the idea that ordinarily consumers, busi- 
ness, and government tend to choose the moat 
effective use of limited resources, i.e., they 
must follow the principlje of "economizing/' The 
problem of .scarcity is faced continually by 
every society, whatever the form of its govern- 
ment or economic system.. 
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The opportunity cost of a ne^ 
public high school is the^ 

A. money cost of the new 
building. 

B. necessary increase in the 
annual tsx rate. 

C other desirable economic 
goods that must be gm 
up to build the school. 

D cost of constructing it now 
as opposed to th&mst of a 
new school at a later date. 



The opportunity cos^ of producing anything Is 
the goods or services that might alternatively 
have been produced with the same resources'. 
In other words, opportunity cost refers to what 
is forgone once ohe ^uses money or -real 
resources for a specific purpose. 



41.9 191 



39 



4. Which 'of the folio wing ques- 
tions is faced by all economic 
syitems (i.e , tradition, com- 
mand and /narket)? 

A. How will corporations be 
organized^ 

E How can markets be kept 
competitive f 

C What goods and services 
will be produced ? 

D How will governments pro- 
tect private prpperty 

5. In a market economy, the 
purpose of profits ib to 

^A. get businesses to act in a 
socially responsible man- 
ner. 

B. persuade businesses to 
produce what consumers 
demand. 

C. proyide funds to pay work- 
ers better wages. 

D. redistribute income from 
poor to rich. 

6. Which of the following is the 
most essential for a market 
economy f 

A. Functioning labor unipns. 

B. Cood government regula- 
tion, 

C Active competition in the 
rharketplace. 

D. Responsible action by busi- 
ness leaders. 



No economic system can escape the problem of 
choosing which^mix of ?goods and services to , 
produce. Ho\^ever, each type"^ of economic 
system makes such choices In a distinctive 
way. Traditional economic systems decide 
mainly, by custom or habit what goods ^and 
services will b© produced. Command econo- 
mies do so mainly by the decisions of a central 
planning authority. Market economies decide 
mainly through the price signals received by 
producers selling in competitive markets/ , ^ 



Relatively high profits In a competitive market 
economy will induce producers to incr§ase 
output and/or will attract additional producers. 
RMelatively low profits will discourage production 
of added output and/or will induce some firms 
to leave an industry that shows low profits. 
Barriers to entry or exit in a particular industry 
may inhibit the procpss of adjusting output to 
the amount of consumer demand. 



71.0 51.8 34 



Active competition in the marketplace is essen- 
tial for the effective operation of a market econ- 
omy. Competitive markets force business firms 
to produce the products consumers demand at 
the lowest prices that will cover costs. 
Although the factors mentipned in the other 
answers may help a market economy to work 
Wellj such an economy could function without 
any of them. 
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^ /h' SpecializBtion sthd exxhaage 
' "^^^wi^hin a nation or between 
^\ji^ttons Is likely to have which 
of the following effects f 

A. Alhcoits of production will 
rise. ' 

More goods and services 
can be produced, 

C Thei danger of economic 
Instability Is reduced. 

D/The independence of both 
nations and Individuals Is 
Increased. 



When individuals, b^ainess^s. or nations spe= 
clalize in doing what they can do best and 
exchange their respective products, the total 
quantity of Joods and services for which there 
is demand will Increase, The danger of 
economic in'stability may, however, actually 
increase as a result of incriased speciariza- 
tion, and the independence of both nations and 
individuals will decrease — i.e., /nfardepen- 
dence will incrOTse. 



55 7 44 3 36 



8. Within a market economy a 
coastal sthle harvests a great, 
quantity of fish; an Inland state 



Both states gain because both states benefit 
fropi speciarization and exchange. The fact that 
more than one exchange of fish for beef takes 



62 1 54 9 



28 



has a productive beef cattle place rules out all other answers, for if a state 
industry. If exchanges of fish djd not benefit, there would be no incentive for it 
and beef^ take place between to participate in additional exchanges, 
these states 

A. one cannot determine gains 
or losses from the given 
information. 

one state gains at the 

expense of the other. 
C both states lose ■ * 

D, both states gain. 
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9. Suppose a large fity is inyesti- Rant controls while vacancy rates are low set 52.5 48 8 .31 
. gating the elimination of real prices (re;its) which are below equilibrium 

controls on housing at a time prices. When the controls are removed, -rents " . , 

when the vacancy rate is will rise ta4iie tnarket-clearing leveL The higher \ 

extremely low — only 1% of all rents are likely tb induce builders and property . / 

apartments in the city are. owners to increase the supply of rental housing 

vacant. Which of^the fqllowjng overt Imp. ' _ ' ' f 

is rnost likely to occur if rent \ ' ^ • 

controls are eliminated f ^ - * / 

A. A decreaBe in rents and a 

decrease in the suppJy ^^^i . = . . 

housing. ' ' , 

B. An increase in rents, per- , 
* haps followed later by an 

Increase in the supply of 
housing. 

C. An increase in the demand 

for housing, followed by a . \ 

decrease in the supply of ^ 

housing . \ 
O. No change in rents, since 

price controls are usually . ' 

set where supply and de- 
mand intersect. ' \ 
\- 

10. Of tfye following which is the Most individuals earn their income from wages 40 7 30.4 .44 
most^eneral cause of low incJi- or sa la ries-r- payments for the productive 

vidual incomes in the United services they render. Low indrvidua! Incomes 
States^ .generally reflect the fact that the people 

affected^often because of l^ck of educational 
A, Lack , of valuable Pro- ^^^^ techrtlcal skills--do not have productive 
duclive services to selL ^ services to sell that are valued highly by poten- 
a Discrimmatim against non^ employers, the other answers may account 

y!!!^^Sf^n^^.V.^./. ffet'^ome low Incomes, but A provides the most 

general reason. 



Unwillingness to work. 
D: Progressiye tax rates. 



11. The demand for a; factor^ 5/ Producers combine factors of production in the 53.9 47.8. .33 

productfon depends i^rgfily on proportions needed to produce the goods and 

, ' » ^ services they seek to selL What they seek to 

A. the supply of the factor, ^, ... ^ ^ ^ u u«* ^ ^^^^^m^^ ' 

f , produce is determmed by what demandpa m 

B. the supply of other tactors ;^ , * , *u ^^ *^ « 

J\f y . ' ^ the marketplace^ Thus, the demand for a pro- 

at pro uctton. , ductive factor is a derived demand, depending - * 

C the demand ror other far- . , *l • » i.^ »u« ^^^m «^ 

, . : largely on the market value of the good or 
tors of production. ^ ^ u » ^ * 

^ ^ . . , , service i.t helfes to produce. 

D* the demand for the prod- 
uct Of products which it 
helps produce. 
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public Interest Is' served even 
when Individuals 'pursue their 
own private economic goals, 
because of ^ 

4. 4he opersiion of compete 

B. the social responsibility of 
business leaders. 

C careful planning and coordi- 
nation of market activity, k 

D, Individuals who understand 
what is In the public inter- 
est 

li.^lf consumers^ are to exercise 
their freedorri.of choice wisely 
in a market -^economy, they 
must ; 

A, know where and when 
products^ arjB produced, 
know the prices ofaitema- 
iive producls available. 

know whether a product 
was produced by a mono- 



14. 



D. have sufficient income to 
permit them ^to purchase 
whatever they choose. 

Teen Po wer, a teenage organi- 
zation, proposed that the mini- 
mum wage for teens should be 
increased. What effect would 
this Increase most likely have 
qn teen wages and employ- 
rhen't In a market economy f 

A, Wage rates would go up 
and teen employment 
would go up. 

B. Wage rates wo Old go do wn 
and teen enhployment 
would go up. ' ^ 

C Wage rates would go up 
and teen employment 
would go down, 
D, Wage rates would go up 
/ ^and teen employment 
would stay the same. 



RATIONAUe 



Dis- 

' crim- 
With- bialion 
With out Coeffl- 
Econ. fcon, cient 



-f^e ln--a-macket-eQQnQmy.-th 5E0 46,3 ,46 



owners to^make profits and the desire of work- 
ers to Qbtain higher wages lead to the produo- 
tion of those goods and servicM oon$unriers 
want most, A market economy relies on compe» 
tjtion to assure that if consumer demand goes 
upi increased output is supplied at the lowest 
priced that will cover all costs of production and 
still leave a reasonable profit. Thus, competi' 
tlve markets play a more central robi than any of 
the forces in the other answers. 



% 

'When consumers know the relative prices of 
^alternative products, they can determine which 

combination of purchases will satiafy them best 

at the lowd^t total cost. 



Since minimum wage laws are designed to raise 
wages above their market-determined rates, 
teen wages^would gd up but teen employment 
would most likely decline. Reduced teen 
employment may be caused by several factors: 
employers may find it cheaper to substitute 
ffachinery, for some teenage workers; (2) 
imployers may be able to hire older, mora 
srienced workers at the higher wage; (3) 
Dme employers of teens may have to curtail 
Dperations because of the higher wage costs: 
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3 A e €0fding^—^^ti7 & --M w—of 
supply and demand/' if fvvO' 
as many h&sds afJmttucB wmre 
grown thi^ yeAr because of 
good weather as were grown 
last year ^ . 

^4. the supply of lettace would 

stay the same this year. 
B. the demand for lettuce 

would go down this year. 
i C* the price of lettuce would 

go down thh year. 
D, the price of lettuce would 

go up this yesir. 

16. Tim price of shoes is likely to\ 
bein^easedby 

ne\^ machines reducing the 
cost of shoe production. 
B. more capital investment by 

producers. 
C ;5 decrease in the demand 
• for shoes i 

i d^treMse in the supply of 
shoes. 



AH other things remainln§-thMam%^an in©r©as©- 
irvmarket supply will in general lower the price 
of each unit supplied. The greater the increaie 
In supply, the greater the fall in price. Because 
of the fall in price, however, the quantity 
demanded should be larger. 



Jfhii is another example of how price is deter- 
mined by supply and demand in competitive 
markets, A debreaie In the supply of shoes With 
demand unchanged will tend to raise their price. 
The factors referred to in the other answers 
would tend to lower the price of shoes. 



63.;1 53.0 .46 



77. Assume that the demand in- 
creashs^or bread produced by 
^ mar}^ competitive firms. The 
resulttng rise in the price of 
bream will usually lead to 

4. more being produced. 

B. less being produced. 
C no change in production. i 
D, elimination of inefficit 



businesses 
ket. 



from the mar- 



A rise in the price of bread resulting from 
increased demand in a competitive market will 
generally lead to the production of more bread. 
Bakers wiir see the opportunity to ^©11 more 
loaves at the higher price and therefore will try 
to meet the increased demand so as to enlarge 
their profits. 



49,5 38.8 ,32 
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follqwing table. 



Inoome 



$ (>iooa 

$l00i>2000 
$2001^3000 
$3001^4000 



State Tax Table 



Percentage 
Rate 



0 
iO 

20 
3Q 



Tax^ Amount ^ ^, 
Minimum e Maximum 



$ 0 
$100 
$400 
$900 



$ 0 
$ .200 
$ 600 
$1200 



75. The tax in the table above is a 

A, proportional income tax. 

B. progressive income tax. 
C regressive incojrie tax. 
O. fixe^^come tax. 



Since the rate of taxation inGreasas as iiieome 
increases, the tax injhe table is progressive, A 
proportioTiai income tax is one whose rata 
remains constant as income changes, and a 
regressive tax is one whose rate falls as 
income increases. A fixed income tax (jf one 
exrsted) would presumably have a constant 
&moijnt of tax, independent of income. Such a 
tax would be regressive. 



50.6 35,9 .36 



79, Using the information in the As income increases, both the rate of taxation 81,8 78,4 .40 
table above, we l<now that as and the amount of the tax increase, and these 
income increases the rate of are the hallmarks of a progressive tax, 
taxation 

A. increases and the amount 
of tax increases. 

B. increases and the amount 

of tax decreases. / • 

C decreases and the amount - 

of tax increases. ^ 
D. decreases and the amount * 

of tax decreases. 
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^ linB: ''COFFEE CROWERS 
FORM MONOPOL K ''How wUl 
the nmw coffee monopoly 

' most likely differ from a highly 
competitive coffee growing in- 
dustry f 

M, Profits in the coffee industry 
will now be certain. 

B. The coffee growers will 
increase their use of capital 
goods, 

^ C The coffee growers will 
increase output and hire 
more worl<ers. 
D, there will be less Incentive 
for the coffee growers to 
be efficient 



-AHnondpolli«dHndu8try-cHff©rs-from-a-^om 
tlva ond beQauae a monopoly (or cariel) gener- 
ally places production or marketing limits on 
each member and alip Imposes a minimum 
price dif the product. There is thus little or no 
market incentivejor the members of a monopoly 
(or cartel) afrangement to be efficient, Anawers 
B and G are inappropriate because of the 
restrictiona. on output. Answer A is inappro- 
priate because profits in the coffee industry 
depend upon many factors and the forrnation of 
a monopoly or -fcartel will not guarantee high 
profits, 



21. If you saw a newspaper head- 
line t^At read, ''ACME WIDCET 

> CORPORA flON RAISES 
PRICES; REST OF WIDCET IN- 
DUSTRY EXPECTED ' TO FOL- 
LOW/' you would l<now that 
Acme Widget Corporation was 
most likely to be in an industry 
* with - 

A. one seller. 
. > 0, fe w sellers. 

C, many sellers. ' 

D. total regulation. 

22. The supply of a product 
increases at the same time the 
demand for it falls. In ffll 
absence of otiwr changes its 

* price 

A. cannot be determined. 
R will stay the same. 
C will rise. 
D.willfalL 



An industry with comparatively few sellers (but 
more than one) is called an oligopolistic indus- 
try. Price-setting behavior In such an industry 
frequently involves -price leadership'' by one 
firmr with the other firms followirig. Firms In such 
an industry cannot assume that their price- 
setting activities will not influence other firms in 
the industry. If Acme raises its prices but the 
rest of the industry does not^folloWp Acm© will 
lose customers to its (few) competitors and will 
be forced to reduce its prices to the level 
prevailing in the industry. 



Either an Increase in supply or a decrease in 
demand alone would generally lead to a lower 
price in the abserice^of counteracting forces, tf 
they occur together, a lower, price is bound to 
follow. 



30.2 18.6 ^ .24 



69,7 60.0 .46 



ERIC 



25 



30 



Form A 



ITiM 



RATIONALE ; 



% Comet O^*' 
— ^ erim* 

^ With- ination 

With out CoeffH 

icon. Econ, dent 



the following information^ 

Smog in the Central City area is largely caused by automobilB 
exhaust fumes. The smog problem could be virtually eliminated if . 
approximately 100 air-purification plants were built in the area. These 
plants would simply draw in smog- filled air, remove the smog, and 
pump thB clean air back into the Central City atmosphBfe. It is 
estimated that the cost of operating each plant would be $10,000 per 
year. ' ^ 



23. ItJs highly uplikely that private 
business firms would build and 
operate the planti and sell their 
services directly to individual I 
residents of the Central City 
area because 

A, the cost of operating the 
plants would be too great, 

B, people mjf unlikely to be 
willing t^pay for smog-free 
air. 

C Tt would be less costly for 
the government to build 
af^. operate the plants than 
for private business firms to 
do so. ^ 
D. it would probabTy be Im- 
possible to provide smog^ 
free air to those who are 
willing to pay for it while 
withholding it from those 
who refuse to pay* 



r 



24. Suppose that the government 
of Central City were to build 
and operate the.air-pudfication 
plants^ From the standpoint of 
achieving efficiency in ihe allo- 
cation of economic resources, 
which of the following taxes 
should be increased to provide 
the additional tax revenues 
needed to finance the opera- 
tion of the air-purification 



A. Motor vehicle fuel. 

B. General sales. 
C Property. 

b: Income. 



Since th© only possibl© way to get all th© resi- 
dents of an area to pay for remoyiiig smog from 
the air is through taxation, only a government 
authority with taxing power Is likely to ereot 
air-purification plants. "Cleaned up air*' in this 
case IS a public gaodf that is, one whose bene- 
fits cannot be restricted to those who pay the 
costs of providing it. Such goods and services 
are therefore usually paid for by some form of 
general taxation, for example, clean air, paved 
streets, police protection. 
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A tax on motor fuel— a **user fee" for polluting 
the air— would have two desirable effects from 
the standpoint of allocative efficiency: it would; 
make those who are causing the pollution pay 
the costs of cleaning it up, and it would reduce>t;l 
the amount of smog somewhat since the Xmit'f^ 
would raise gasoline prices, thus tending to 
rfeduce the quantity of gasoline consumed. 
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amy is bought by which of the 
following three latge groups of 
spenders? / 

A. Farmers, laborers, and i 
. ' householders. 

Corporations, households, 

and Investors. 
C Investors, speculators, and 

^ manufacturers. 
O, Consumers, business firmsj. 

and governments. 

26, The best single measure of the 
total economic output in the 
United Stated is the 



oonsumorSp business firms, and governmentSp 
the three major groups that buy the total output^ 
of the economy. The other responses are all 
only parital listings of those iwho buy, 



A. 

C 

a 



consumer price Index, 
gross nMtional product 

total amount of take-home 



pay. 

index of 
duction. 



industrial pro- 



The gross national product is the total value of 
all final goods and services produpad in a 
nation during a given time period. The other 
measures cover only particular suspects of an 
economy's operation. , ~ 
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Questions 27, 28, and 29 are based 
on the following graphs ^ 



UneimpJoyftient 
Rate m 



PARKLAND GRAPHS 

Cunsuniur 
^ Price Index 
(Yeur 1 = UK)) 



Real Gross 
Nalionul Produui 
(billions of dgllars) 



27. 




2 3 4 
Year 




0 1 



' Parkland had both rising unern- 
ployment and a high rate of 
inflation during which period f 

A. Years 1-2. 
a Years 2-3. 
C Years 3-4. 



3 4 5 ' 6 




3 4 
Year 



In years 1=2, unamployment rose but J.he 
Consumer Priae Index (CPI) remained steady. In 
years unemployment fell, and the CPI rose. 
In years 3-4, the unemployment , rate was 
steady and so was the CPL Only in years 4-5 
did both unemployment and prices rise airpulta- 
neously. 
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output with a relatively low 
inflation rate, during which peri- 
;od? ' \ ^ 

Years 1-2. 
- B. Ymrs 2-3. 

D, Years 4-5. 



Hn y e ars T ^27^output (Teat^fogs-nattona^ 
uet) declined while prices remained steady. In 
yefira 2-^3, output rose sharplyp but the priqai 
level also increased considerably. In years 4-5, 
output increased but prices again rose marked' 
ly. Only in years 3-4 did output increase without 
a substantial increase in the price level. 



29. What is the economic situ^ion 
" and the most appropriate rmn- 

et$ry and fiscal policies during 
. years 1-2? 

i 

A: Unemployment is falling; a . 
budget deficit and/or easy 
money policy is needed. 
: . B, Thff economy is in a reces- 
sion; ^ , ^budget deficit 
and/or easy money policy 
Is needed. 
, C Inflation continues and a& 

' celerates; a budget surplus 
and /or tight rnqney policy 
i^ needed. 

D. Unerhployment is rising 
while inflation accBlerates; a 
■ budget surplus and/or easy 
money policy is needed, 

30. Which of the following groups 
is typically hurt the most by 
unexpected inflation 

A. Farmers. • , 

a Debtors, 

C Lenders^. 

D. Manufacturers. 

31: The commercial banking sys- 
tem creates money when 
banks 

A, sel£bonds to the public. , 
extend loans to tlie public^ 

' C. increase loans to the Fed- 
eral Reservp System, 

D. purchase bonds from the 
Federal Reserve System. 



In the period covering years 1 and 2, unemploy- 
ment Increased sharply (from 4 to 7 percent) 
while the CPl remained roughly constant (at a 
le\fel of 100) aad real output felf by roughly $10 
billion (from $150 billion to $140 billion). The 
combination of rising unemployment and falling 
real GNP is a typical sign of an ecoaomy in a^ 
recession. Many economists consider that a 
recession Is In progress when real output falls 
for at least two consecutive quarters. The so- 
called neo-Keyneslan policy stance under such 
conditions would call for a bc^dgetary deficit 
and/or an "easy'* monetary policy. Answer A is 
irtcorrect because unemployment is rising, not 
falling; answers C and D are incorrect because 
Inflation- Is constant^ not accelerating. More- 
ovarp under D, the policy mix of a budget surplus 
and easy money would be self-canceling. 



Of the groups listed, lenders are typically hurt 
most by unexpected inflation since they are 
later repaid a fixed sum of money that has less 
buying power than It had when tihe loan was 
made, K/loreover, landers may well have made 
the loan at^lower interest rates than those they 
would have charged after an unexpected infla- 
tion had taken place. 

When banks in the commercial banking system 
loan money to the public, they typically do so by 
crediting the checking accounts of the borrow- 
ers. Money is Hiterally '^created" in this 

process. * 
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33. 



a determinant of cSf. 
spending Mnd aggregate 
supply. ^ 
s unit of account me^ 
dium of eMcfhnge, and a 
store of vaiue. 
C a determinant of invest- 
ment, consumption, and ag- 
gregate demand. 
D. a Btabiliting force, a means 
of income redistribution, 
and a resource allocator. 

The limit of an economy's real 
output at anytime is set by 

A. Jhe quantity and quality of 
labor, cApital^ and natural 
resources. 

B. business demand for final 
goods and services. 

Q government regulations 

and spending. 
D. the amount of money in 

circulation 



34. The Federal Reserve Board 
generally tries to increase the 
money supply when it wants 
to 

A. hold down the government 
debt. 

B. increase the government 
debt. 

C. fight unemployment* 

D. fight inflation. 



comrnon denominator in which all prices are 
expreased. Aa a medium of exohange, money is 
acceptable as a means of j^ayment for the 
purchase of virtually arty goQd or service. As a 
store of value, money on handlhat is not spent 
on current purchases may be retained for 
purchases that might be mafle in the future. 



While all the items listed may influence the 
amount of an economy's real output at' any 
specific l^e. the upper limit Is set by the 
quantity and quality^ of its real resources — 
labor* capital, technology, and natural re- 
sources. Business demand, the amount of 
money in circulation, or government spending 
may help to increase real output but the ceiling 
on output is set by the real resources available 
for production. 



The Fed^generally tries to increase the money 
supply when it wants to fjght unemployment. Ah 
increase in the money supply ufually leads to 
more spending (increased demand) and greater 
spending generally creates a need for more 
prorfuction which In turn Ihcreises employment. 
More money would tend to prpdu^€/' inflatJon 
rather than fight against it, st) 4nsv#r D js 
wrong. The primary function of the federal 
Reserve System is to regulate the supply of 
money in the economy and to maintain monetary 
and credit conditions that are favorable to 
stable economic growth at higti employment. 
While these ^Federal Reserve activitiea may at 
times indirectly affect the government debt.jhis 
result is incidental to its rrtairt purpose. Thefe-^ 
fore, answers A and B are incorrect. 
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, r growth a deyehping country 
must 

B, increase consumption. 
C us^ th^warket system. 
D, us^ central economic plan- 
ning. 

^ J - / 

36, In a market economy high 
wages depend largely upon 

' A, socially responsitite businesi 
leaders, 
hi^h output per worker. \ 

t. actions 'ofgoveri^ent, 

D. minirnum wage Isl^s, \ 

■ i 

Irfcreasing 4tif federal budget 
surplus is more desirable in a 
period of, 

A , innajtlon. 

B. depression. 

C falling prices. 

D. mass unemployments 



38. Often an economy operates at 
less than full employment. This 
is most likely to occur 

A. whenever competiHon is in- 
tense. 

B. when total spending is 
Inadequate. 

C when there is excess de- 
mand inflation, 

D. when there is a scarcity of 
unskilled labor, 

39, If total demand declines relar 
tive to the productive capacity 
of the economy, which of thf 
following is likely to occur f j 

A. Inflation. 

B. Increased employment. 
C 4 slower growth rste, 

Q A government budget sur- 
plus. 



jng th6,toola, equipmentp and dtruotLires noeded 
to produoe other ^ods and servioes. If invast- 
mant inoraaaes, a country can usually produoe 
more, and more produotlon Is the means of 
aahleving economic growth. Inoreased con- 
sumption, use of the markat sys^anii or use of ' 
central eoonomic planning are neither n#oes- 
sary nor sufficient^ conditions for inducing 
economic growth. r 

In a market economy, what businesses oan pay 
workers depends primarily upon the cqntribu- 
tion the workers. make to the salable output of 
the business. Thus, in a niarket economy, high 
wages are fundamentally due to high output per 
worker, although other factors hava some 
influence. 

Inflation results when an economy^xperlences 
more demand for goods and servides than it has 
capacity to produce, fc^der so-oalled 
neo-Keynesian policy prescriptions, an impor- . 
tant wa^o relieve this condition is for the 
government to take' in more revenues than it 
spends. The resulting budget surplus dimin- 
ishes the amount of purchasing power in the 
economy and hence reduces the pressures that 
lead to inflation. 

There is likely to be unemployment of both labor 
and machines when individual spending for 
consumef goods plus business spending for' 
materials and equipment plus government 
spending— that is, "total spending"— falls be- 
low the amount needed to buy all the goods and 
services an economy can protfuce^ Such short- 
falls are characteristic of deflation, not infla- 
tion. Scarcity of labor is typical ^f a high- 
employment situation. 

A slowing in the ^ise of total demand implies 
that the productive capacity of an economy Is 
being used less than before. This in turn implies 
a slower growth rate of the nation's real QNP, 
None of the other answers are realistic alterna- 
tives. , ' 
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meht, the fedmrs I government 
inctj^ases its sgffnding without 
increasing its tax revenues, 
generally 

A. an increase in unemploy- 
ment will occurl 

B, a serious depression will 
occur. 

C the national debt wilt de- 

crease> 
D. inflatiQn win occun 



.pofteotlona normaHy adds to total spending in 
thf eeonomy beeause government spertding 
rises witliout a reduction In private spending. 
Thus, when there is full employment apd total 
output cannot rise, additional government 
spending (unless acconnpanied by matching 
higher taxes) will tend to bid up prices for the 
available goods and services, i.e,, inflation will 
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47. Increased taxation is the pre- 
ferred method of financing 
government spending when 

A. the interest rate is low. 
, ft corporate profits are low. 
C the economy Is experienc- 
ing inflation 

D, the economy is experience 
. ing a recession. ' 



Which of the f6llo wing four 
statistics is generally accepted 
as the best measure of the 
economic growth of a nation f 



Inflation implies that there Is more money avaih 
able than there are goods aqd serviees to 
apeiid it on. If the government increases Its 
taxes, it withdraws funds that otherwise would 
by and large Have been s^ent In the market- 
place. Such an increase in taxes tends to 
reduce private purchasing power and allows the 
government to engage In public expenditures 
without adding to inflationary pressures. 

Real Income pMpapita is the best measure of ^ 



44.5 30,0 ,37 



economic growth for two reasons. One is that 
measuring income In real terms ^remove^s the 
distorting effects of a changing price laveL The 
other is that tQtaJ income may be high or low 
merely because a country has 'many or few 
people, e.g., China vs. Norway. Dividing total 
^°"!ri"L°f5f !Cff£'"^ real income by the population.adjuats for such a 

difference. ^ 



A, Total employment- 
ft Index of stock prices. 



D, Real income per capita^ 



43. For most nations, the reduction 
of tariffs would probably 

4/ force some workers out of 

fobs in protected indus- 

tries. . 
B. lessen job opportunities in 

export Industries. 
C lower the average level of 

living. 

D, injure most farmers. 



tariffs are often established in order to Insulate 
a domestic industry from imports brought ih 
from countries that can make and sell the prod- 
uct more cheaply. The reduction of such tariffs 
wouldf probably forde some workers In the 
protected IndustrieTOut of their jobs. 
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44, One advantage of the corpo- 
rate form of business organiza- 
tion is that 

A. corporations do not pay 
taxes, 

B. stockholders make larger 
profits. 

C stockholders have limited 
liability > 

D, corporations are larger than 
other forms of business. 

45, A national system of free medi- 
cal care for the aged poor is 
established. The system is paid 
for by at) increase in the 
income tax. Thes^ actions pro- 
mote one economic goal, but 
work against another. Specifi- 
cally, these actions are likely to 

A, reduce security but pro^ 
mote efficiency, 

B. reduce equity but promote 
efficiency. 

C reduce stability but pro- 
mote growth. 

reduce freedom but pro- 
mote equity. 

46, Labor unions in Jhe United 
. States have ^ 

4. strengihened the^ bargain- 
ing position of unionized 
workers in relation to their 
employers. , ^ 

B. greatly increased the wages 
of union workers compared 
to non-'union workers. 

C organized a majority of the 
American labor force. 

D. increased Competition in 
the labor market. 



Stockholders in ^ corpbriition eannpt be suetf^ 
or held liable for morfe tlian HJe worth of ttieir 
dwnership in the^corporatlon. Any other assets 
they may hold are exempt from such suita or 
claims. Hence, corporation stockholders are 
said to have 'MImited liability.'' Its existence 
helps to increase capital formation since inves- 
tor risk is reduced, ^ 



This question Involves a tpade-off between free- 20 0 14 9 .27 
dom and equity, two economic goals of the. 
United States. Economic freedom is reduced by 
the increase in ^ the Income tax. Since all 
taxpayers are taxed more in order to help the 
aged poor, the taxpayer^' economic freedom Is ' 
curtailed because theyj no longer have the 
taxed dollars to spend orj save as they wish. On 
the other hand, equity (a more equal distribu- 
tion Qf income pnd/or welfare)^ is prompted, ^ 
because the aged poor are given access to 
medical care that they dould not otherwise 
obtain In the quahtites they desire. Whether or v 
not Such a system is "desirable" is not In ^ 
question h&rei One must be able to identify 
which economic goals are in conflict in the 
given situation. 

When workers organiie into labor unions, their^ 44.6 32.5 .36 
strerigth in bargaining with employers over^ ^ 
wages and working conditions generally in- 
creases. There is some evidence that answer B ^ 

, is also partially correct, but the differences 

^appear to be. small and not independent of the 
general economic health of the industry , * - 

involved! In any event, this effeqt Is less perva- 
sive than that indicated by option A, Answer C 
is wrong" because less than ^ne-quarter of * , 

Amerjcan wage earn^s are unionized. Answer 
D is wrong because -unionization reduces^ 
competition among workers in a given labor > 
market. ' 

4 
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1. Every economic if stem must 
make choices. Which of the 
" following, choices do all eco- 
nomic systems face f 

A. To balance the govern- 
ment's budget by reducing 
spending, 

B. To save money and thus 
; reduce the nation&l debt. 

To diBpehse with the pro- 
duction of luxuries. 
To. make the best use of 



ERJC 



c 



scarce resources. 



2. When a nation's human and 
material resourdes are being 
fully and efficiently used, more 
of ^ny one product ' 

A. cannot be produced 

B. can be produced only if 
there is a general decrease 
in prices . 

C can be produced only if 
there is les$^ production of 
some other products. 

D. cannot be produced unless 
private enterprise rather 
than government does so. 

3. Newspaper ' headline: 
''SCHOOL REFERENDUM DE- 
EE A TED. "In many recent, votes 

^ on school budgets, citizens 
have^defeated school tax pro- 
posals and forced schools to 
eliminate extracurricufat activl- 
tiesSecause of a lack of funds. 
What, if any, are the opportu- 
nity costs of such decisions? ^ 

A. Whatever benefits there 
might have been from th'i^ 
exttacurricular attivities. 

EL Since, less money will be 
spent there are no opportu- 
nity costs. 

C. The costs of what taxpayers 
will now buy with what 
they saved, 

D. The opportunity ' ^o use 
school facilities fully. 



Ttf© economic wants of any society are virtually 
limitless, In4his light, all resources are soaroe 
and every economic system must choose how 
to make the most efficient use of its scarce 
resources to produce those goods and services 
It d^ites or needs the most. ^ 



62.1 



When a nation's human and material resources 
are being fully and efficiently used, in prder to 
produce more of any one product some 
resources must be shifted away from the pro- 
duction of another product, this illustrates the 
problem of economi^ng, always faced when 
resoui^es are limited. 



The oppdrtunity costs of the decision to vote 
down the school referendum are the bie^efffs 
students; and perhaps ottfbrs will forgo from the 
elimination of extracurricular activities:^ The 
taxpayers presumably place a greater value on 
using for their own purposes the money that 
"Ihey wou^d otherwise have plild in school taxes 
to support the extracurricular activities^ 
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4, Ol^ ^/># following, th& principle 
of diminishing returnB is best 
illustrated by 

A, any decline in the average 
rate of profit. 

the decline in personal in- 
come as workers age. 
small firms t0hg driven out 
of business by large firms, 
s stowing rate of increase 
in output as farmers add 
incr^ailing. amounts of fer- 
tiiixer to their iand~ 



The principle of diminishing returns states that 
ashore of any one resourae Is added to a fixed 
amount of other resouroeSj after soma point the 
inorease in total output will become less and 
lets^ Answer D is a clear case,of this p^oofis. 
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A, total assets minu$ total liabil- 
ities. 

total revenues minus total 
, costs. 

O total sales minus all taxes. 
D/ total sales rninus wages: 

6. Most of the money th^t Ameri- 
can businesses receive by selh 
ing their prodacts or services is 



^paid 



as 



A. profits Joj^e owners of the 
busfpess0, 

B. i^ages^ anj^ salaries to em- 
plpy^msJ ' ■ . J -.0:' ' ' ' 

C. rejhf to property divhefsl 

D. interest oh- debts ^ 



Specialization and division of 
labor by natiohs followed by 
increasing international trade 
prpbably ^w©uld^ 

A. increase total world pro- 
;7 !ducti0n of wanted goods 
• . -and services. ^ 

ft eliminate differences m 
[ sta^dArds of living among 
hatidrw. 

C. stn^rease tfj^ likelihood of 
' worldwide unemployment. 
p,^1qw0r liyjng^andards in the 
t, weal^y 'nations. 



ductidn (total costs) are subtracted from. toti^»- 
revenues (price per unit times the'number oft' 
units sold^f^Profit is the fundamentMi incentive* ^ 
for firma Individuals to engage in'business in 
a market economy. 



U.S. businesses pay/ ouj on . average about 
three-fourths of all Revenues received in the 
form of wages and sdlaries; The other factor 
shares (rent, interest, and profits) are substan- ^ 
tially smaller. For instance, in the decade from 
1968 to 1977,5 eThplpy^e compensation, i,e,, 
wages and salarieW'ltccounted for some 75,7% 
of national incorh#« CRental income claimed, 
2.0%; net interist, ;^.5%; corporate profits 
before taxes, 9,2%\ T'h<a^emainder, 7,5%, was 
''income of unincorpdratJd enterprises," a 
large^ portion of which Ta the equivalent of 
wages. ; ^ ^ ^ 

The case forBpeci^zation and division of labor 
among nations Is substantiftUy the same as 
within natlons^ — ^that it wMt40ft& each enterprise 
to produce those things at which it is xel^tively 
most efficient. The result is that thp world'a" 
total production of godds and service's^ 
increases. While differences in the standards— 
or levels — ^of living between nations might in the 
long run be reduced, there Is little likeliHood of 
their being eliminatifed. Neither of the other 
answers is plausible. 



68.5 62.5 38 



34 



39^ . 



58.9 513 .36 



Form B 



ITEM 



RATIONALE 



% Correct 
- crlm- 

With- ination 

With out Coeffi- 

Econ. Econ. clant 



12. Initmlly, the price system in a. 
\'- 'market economy reacts' to a 
^ ^ shortage of a product by^ 

A. raising the price and pro- 
ducer profiti, 

B. ' lowering the price and pro- 

,ducer profits. 

C. raising the price, but lower- 
ing producer profits j 

D. lowering the price, but in- 
creasing producer profits. 



Prodiict shortages canrtot b© ended Inslantly 
^nder any typo of econpmip pystem. In a market 
fcconomy, thVjrfi mediate tetfeot of a shortage is 
*to raise the price of the product in short supply, 
thereby inoredslng praducar profits and making 
an increase in production attractive. In the 
longer run, product prices and producer prices, 
should both decline as added production raises 
the supply through the pressure of Gompetition. 
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13/ Using the chart above, the 
poorest 20% of the U S. popu- 
lation received about what 
percentage of the nation's 
income^ . 

A: 40% 

C 15% 
D. 5% 



The height of the smallest bar represents the 
share ofjiotal income received by the poorest 
20% of tfie population. That bar indicates t|iat 
the poorest fifth of^fhe populatioff receives 
about 5% of Income. * ^ 



■ ^ 
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14. You read the following head- 
line: ''ORANCE GROWERS 
FORM MONOPOL K How will 
the new orange monopoly 
most likely differ from a highly 
competitive orange growing 
industry f 

A. Profits in the orange indus- 
, try will no w be certain. 
B The orange growers will 

increase their use of capital 

goods. . 

C The orange monopoly will 

hire more workers and 

increase output. 
D* There will tie less incentive 

for the orange monopoly 

to be efficient 



A monopolized industry differs from a competi- 
tive one because a monopoly (or Gartel) *gener- 
ally places production or marketing limits on 
each member and also imposes a minimum 
price on the product. There is thus little or no 
market incentive for the members of a monopoly 
(or cartel) arrangement to be efficient. Answers 
B and C are inappropriate because of the 
restrictions on output. Answer A is inappro= 
priate because profits in the orange industry 
depend upon many factors and the formation of 
a monopoly or cartel .will not guarantee high 
profits. 
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75. A rise in the price of which 
product would be likely to 
increase the demand fur but- 
terf 



MArgarine. 

Butter. 
Cheese. 



D. Bread. 

16. If U.S. farm output remains the 
same how will several years ot ^ 
bad weather in Europe and the 
Soviet Union a f feci American 
food prices f 

A. RMise them. 

B. Decrease them. 

C. Make no change. 

D. Cannot be determined. 



Many people use margarine Instead of butter. If 
margarine becomes more expensive, some 
users will shift to better. Thus, the demand for 
butter will go up. A rise in thi price of butter or 
of bread will tend to reduce the buying of those 
itpms. The demand for butter Is unlikely to be 
influenced much by changes in the price of 
cheese. 

* 

Bad weiathdn jh Europe and the Soviet Union for 
sevefa^years would have an adverse impact on 
crop. prody,ction in those regions. To make up 
for shprtfalls' in their domrttic production, 
Eufoiad^aiid the Soviet Union would be likely to 
import considerably more food or grains than 
usual, thus causing market prices in the yvorld 
(and U.S.) grain markets to rise. Therefore, 
food prices in the United States will go up as 
well. 
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17. As more sewage processing 
plants are built and put into 
operation, more fertilizer may 
be produced as a by-product. 
If that happens, fertilizer will 
be 

A increasingly scarce, 
B. more expensive. 
C less expensive, 
D. wanted less. 



If the total supply of fertilizer is increased, the 
price of fertilizer will fall, other things remaining 
the same. 



75.4 75 9 46 



37 



42 



Form B 



ITEM 



^ RATIONALE 



% Correct 



With- motion 
With out Co€ffi- / 
Ecom Econ. ctent 



7^, If the government were to levy 
a tax of one dollar on every 
pair of pants sold, which of the 
following would most likely 
result? 

A. Suppliers would sell more 
and charge a higher price. 

A Consumers would pay a 
V h^her price for p^nis and 
probMbly buy a smMller 
quantity. 

C Consumers would pay a 
higher price, and as a result 
suppliers would make larger 
profits, 

Suppliers ■ would increase 
the quantity sold in order to 
make up for the taxes paid 
to the government. 

, 19. Business firms wish to sell their 
products at high prices. House- 
holds wish to buy products at 
low prices. In a market econ- 
omy this conflict of interests 

A. is resolved by competitive 
markets, 

fB^is resolved by government 
intervention. 
C is^solved in favor of busi- 
ness^ since all household 
heads ]are members of 
firpis.^'" 
D, d^pes not exist; there is really 
^ no conflict of interest be- 
^ twfen households arid 
frrms. 

20. Assuming that the supply of a 
product remains constant as 
the demand for it increases, its 
price will normally 

A. fa if. 

B. rise, 

C stay the same, 
D. either rise or falL 



The Xb% of si par pair of pants would have the 
same effect (to the consumer) as an increase of 
$1 p©f pair In the cost, or supply price, of pants. 
The resulting higher price of a pair of pants 
would induce some consumers to reduce their 
purchases of pants. Thus, consumers in general 
would pay a higher price for pants, and somm . 
consumers would either entirely forgo the 
purchase of pants or reduce the nunriber of pairs 
they buy. 



71.3 67.8 



.41 



A market economy relies on competition among 
business firnis to assure that consumers get the 
products they want at the lowest prices that will 
allow businesses to cover costs and obtain a, 
reasonable profit. In this way, a competitive 
market economy acts to balance the interests 
of consumers and producers. 



When demand increases, i.e., is higher than 
before at any given price, and supply remairts 
the same, there will normally be pressure for 
the price to rise. 
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2,7. ''Americans are s mixed-up 
pGOplB. Everyone knows that 
baseball is far less necessary 
than food and steel. Yet they 
. pay ball players a lot more than 
farmers and steelworkers, 
Why^ 



Salaries or wages eamad by most individuals 
depend basically on the demand for their 
services relative to the supply of such services. 
Since excellent baseball players are very 
scarce relative to the strong demand for their 
services from major league clubs, the salary 
they receive is higher than that received by 
most other Hndividuals: The other answers may 
all be true, but answer D provides the mo^ 
fundamental explanation. 



A. The employers of the ball 
players are monopolists^ 

B. Ball players are really enter- 
tainers rather than produc- 
ers. 

C There are fewer profes- 
sional ball players than 
farmers or steelworkers, 

D. Good ball players are 
scarce compared to the 
demand for their services. 

4 

Questions 22 and 23 are based on 
the following news story: 

''ANOTHER SHIP WRECKED -For the fourth time in six years/Rocky 
Point claims more victims^ MiHions of dollars in ships and cargo lost. 
Ships heading into the nearby port must come dangerously close to this 
well known hazard. Citizens are concerned that no lighthouse^protects 
shipping into our port. 

22, Private businesses are not likely 
. to build a lighthouse because 



4. the ' cost of building the 
Jighthouse is too high, 

B, the risk of loss to shipown- 
ers is eliminated by insur- 
ance. 

C a private business would 
have great difficulty coh 
lecting fees from shipown'' 
ers. 

D, it would cost more for a 
private firm to build the 
lighthouse than for the gov- 
ernment to do so. 



The lighthouse is a classic case of a public 
good, I.e., a good not subject to the exclusion 
principle. In other words, beneficiaries of the 
lighthouse (ships at sea) cannot be excluded 
from consumption of the benefits of the light- 
house if they refuse to pay for those benefits. 
Therefore, a private business is unlikely to build 
a lighthouse because it would have great diffi- 
culty in identifying the consumers of its services 
and GoMecting fees from them. 
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2J. Suppose that the state decides 
to build arid operate a light- 
house to prevent shipwrBcks. 
What would be the fairest way 
to pay for the project^ 

' A, An income tax on all ship- 
owners, 

B. A docking tax on All ships 
using the seaport. 

C A general sales tax on all 
goods sold in the state. 

D. A general sales tax on all 
goods sold in the seaport. 

24. Unexpected inflation is most 
likely to benefit 

A. persons living on fixed pen- 
sions. 

life insurance policyholders. 
C savings bank depositors, 
people who owe money. 

25. Cross National Product is a 
measure of 

A. the price level of goods and' 
services sold. 

that part of production 
which is used' by the gov- 
ernment. 

C the . market value of a 
nation^s output of final 
goods and services. 

D. the quantity of goods and 
services produced by pri- 
vate businesses. 

26. When comparing Cross Na- 
'iional Product over several 
years, it is necessary to adjust 
for 

A. changes in technology, 
changes in the price level. 

C. product quality improve'' 
ment. 

D. new products thst enhance 
our wealth. 



A docking tax on all ships using the seaport 
near the lighthouse would be the ''fairest'' way 
for the state to pay for the project because 
such a tax would be closest to a "user fee'' for 
the services of the lighthouse. The options in 
the other answers would tax many nonusers of 
the lighthouse services and would therefore be 
unfair. 



I 

Unexpacted inflation benefits people who owe 
money because after inflation they pay back 
less in terms of real purchasing power for the 
amount they have borrowed. The three groups 
In the other answers lose from inflation. 



Gross national product is a measure of the 
value of a nation's total output of final goods 
and services in terms of their market prices. 
Answers B and D cover only part of the nation's 
total output. 



59.9 59.5 .33 



Assume that GNP remains the same^in terms of 
the actual quantity of goods and services 
produced from one year to the next. If the price 
level has gone up, GNP will rise in dollar terms; 
if the price level has gone down, GNP will fall fn 
dollar terms. That is why, when compjiring GNP 
for different years, it is necessary to Eliminate 
the effect of (adjust for) any changes in prices. 
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2Z The commercial banking sys- 
tem creates money when 

A. business firms extend credit 
to customers, 

B. individuals deposit currency 
in banks, 

C the nation's gold holdings 

increase. 
D- banks make loans and in- 

vestments^ 



When banks in the commercial banking system 
loan money to the p'ublic, they typically do so by 
crediting the checking acco.unts of the borrow- 
ers. Money is literally '^created*' In this 
process. 



65.3 52.6 .34 
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Questions 28, 29, and 30 are based 
on the foiiowing graphs. 



ECONOLAND GRAPHS 
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26. The rate of inflation was 
greatest during which period f 

A. Years 7-Z 

a Years 2-3, - 

" C Years 3-4. 

a Years 4-5. 

29. During what period was Econ- 
pland in a recession f 

A. Years 1-2. 

B. Years 2-3. 
C^ Years 3-4. 
D. Years 4-5. . 



In years 1-2, the Consumer Price Index (GPI)"- 
a measure of the rate of inflation— rose from 
100 to 110, a 10% increase. In the other three 
periods merttioned, the CPI rose by only 2-3%> 
Thus, the rate of Inflation was greatest during 
years 1-2. 

In years 1-^reahQNP rose and the unemploy- 
ment rate fell; the same combination of events 
occurred in years 3*4, In years 4-5, real GNP 
rose moderately while the unemployment rate 
held contant at 3%. Only during years 2-3 was 
there a decline In real GNP and a sharp rise In 
the rate of unemployment, both indicators of a 
recession, ^ 
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. 20. What is the 0€On6mic situation 
and the rhost appropriate mon- 
etary and fiscal policy during 
years 5-6 F 

A. ft is a period of inflation; a 
" budget surplus and/or tight 

money policy is needed. 

B, It is a period of recession; a 
budget surplus and/or easy 
money policy is. needed. 

C It is a period of recession; a 
budget deficit and/or easy 
rrfoney policy is needed. 

D. It is a period of inflation; a 
budget deficit and /or easy 
money policy is needed. 



During years 5-6, the total of real GNP rose 
moderately (from about 227 to 231), the unem- 
ployment rate was stable (and low) at 3%, and 
the CP! rose sharply (from about 1 1? to 126, or 
about 6.8%). This combination suggests an 
inflationary situation. Under so-called neo- 
Keynesian policy presorlptians, a budget sur- 
plus and /or tight monetary policy is called fbr. 
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J 7. Which of the following makes 
up the major portion of the 
money supply in the United 
States^ 

At f ederal Reserve notes 
B. National bank notes. 
C Currency and coins. 
D. Checking accounts. 



Checking accounts — ^or "demand deposits" in 
bankers' language^make up the major portion 
of the U.S. n^oney supply, narrowly defined. The 
remainder consists of currency and coin in the 
hands of the public. For example, in January 
1979, demand deposits accounted for 75% of 
the narrowly defined money supply. 
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32. A government budget deficit 
exists 

A. whenever taxes are re- 
duced 

B. whenever the national debt 
is decreasing. 

C. whenever government ex- 
penditures are increased. 

D. when total government 
spending exceeds reve- 
nues. 



K government budget deficit is defined as an 
excess of government expenditures over tax 
receipts for the period concerned^ — ^usually 
either a single quarter or a year. A budget 
surplus Is just the opposite: an excess of tax 
receipts over government expenditures. 
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ji5 The maximum gross national 
product a nation can produce 
in any one year is set by 

A . its na tural resources . 

B. its productive resources. 

C the arnount of money 
people have to spend. 

D. demand for goods and ser- 
vices by families. 



A nation's maximum GNP in any given year is set 
by its total productive resources. The amount of 
money people have to^spend does not neces- 
sarily ^et a maximum on the nation's GNP 
because the quantity of money can be readily 
increased, or its velocity (turnov©r)'can rise, or 
prices can go down. 
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34. Which one of the following 
would usually reduce con- 
§umer spendi^^ 

A. A decline in consumer In- 
comes, 

A reduction in personal 
income tay rates. 

C. An expectation that prices 
will soon risei 

D. Increased government pay- 
ments to individuals, 

35. When [commercial banks in- 
crease thejr loans to businesses 
and consumer^, the result is 

A. a decrease in the spending 
power of consumers and 
businesses. * ; 
r B. an increase in government:;^ 
control over the economy ^ ^ 

C an increase in the banks' 
excess reserves. 

D. an increase In the nation- § 
money supply. 



Sine© consumers spend most of the after-tax 
income they receive, a decline in consumer 
income will almost certainly reduce tiohsumer 
spending. The other events fisted would tend to 
increase ^nsumer spending, other things 
remaining the same. ^ 



When commercial banks make loans to busi- 
nespas or. consumers, these funds are in the 
form of demand deposits at banks, i.e,, check- 
ing accounts credited to the borrowers. The 
money supply therefore increases^ — see ration- 
aie for question 31 . (We, of course, spend bank 
deposits by writing checks against them,) 
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36. In a market economy higK, In market economy, what businesses can pay 51.1 42.4 .32 



wages depend largely upon 

A. minimum wage law , V'v 

B. actiohs of governrneh\. ■ 
C high output per ^^rker. 

D. socially respo\ 
leaders, ' ■ 




w^<€r^ depends primarily upon the contribu- 
tiolPfhe 'workers make %o the salable output of 
^^thetbusiness. Thus, in a market economy, high 
yifag^ jire fundamentally due to high output per 
although other factors have some 
be. 



JZ // your annual mgriefW^cmrfi^^^ of the goods and services a person 56.8 49 4 47 

rises 50% while prtces'^'of the ^buys ri^e more than the increase in that 



things you buy rim ^\WO'^u \^tot\l& \v\QomB, that individual's purchasing 

then your i\y >^f^^/p^n^i;[\^: 



A. real income is unafteCte 

B. money income has f&ll0n 
C real income has fallen^ 

D. real income has risen^ : 



the ability to buy a given quantity of 
flbods'^ And services, has declined. In other 
Wdjfdsv i'feal income" has fallen. 
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38. One of the reasons a govern^ 
ment might reduce taxes is to 

A. slow down the rate of infla- 
tion. 

B, slow down the rapid rise in 
interest rates. 

C Increase consumer spend- 
ing Mnd stimulMte the econ- 
omy. 

D help finance space explora- 
tion and trips to the moon. 

39, When the economy begins a 
rapid downturn, the part of 
total spending that changes by 
the largest percent is 

A. business spending on fac- 
torieSj> machinery^ and in- 
ventories, 

state and local government 
spending on all activities, 
C spending by families on 
consumer goods and ser- 
vices. 

D. business spending on wages 
and salaries. 



If the government reduces taxes, taxpayers are 
left with more djs0osabt,a incoma to s^end or 
save. Since consumers are likely to spend most 
of each new dollar in disposable incomep an 
increase In consumer spending is likely. This*! in 
turn, would tend to stimulate the economy. 



69.1 58.8 .52 



Business spending on factorits, machinery, and 
inventories ( i,e., investment spending) fluc- 
tuates widely in booms and /racessions, espe- 
cially compared to the spending indicated in the 
other answers. Government spending also 
varies widely at timeSp but has not usually 
declined fnarkedly in recessions. Although 
family spending on consumer goods and 
services and business spending on wages and 
salaries are sometimes curtailed In recession- 
ary times, they do not fluctuate as greatly as 
business Investment spending. 
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ij=.^^ tive capacity 

^il^lipiS' growth of the . 
^^"^^^x&^l^^S pei^'od wil 




40. if from time to time total 
spending falls short of produc- 
tive capacity, the rate of 
economy over a 
_ period will be 

W.- " ■ = ' 

' ecause production 
coff centra ted on 
necessary goods rather 
^5?^^'' =#^S^' f/?5n luxuries. 
'M;!:^^, E lower because of a heavier 
reliance on the raw materi- 
als of foreign countries, 
C higher because inefficient 
plants, equiprrient, and la- 
bor no IdngB^^eed be 
employed. 

lower because some pro- 
ductile resources will not 
be fully employed^ 



If total spending (effective demand) falls short 
of buying the potential output of a fully^ 
employed economyp the rate of growth will be 
slower because the existence of unused pro- 
ductive capacity will Inhibit Investment In new 
productive capacity,over the years. 
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41. Rapidly growing economies ah 
ways have 

A. a §low rate of inflation. 
B> a high fMie of investment 

C a loW'r^te of population 

growth. 
D. a rapid rate of population 

growth. 



42. Which of the fdllowing state- 
ments about tariffs is true^ 

A. Tariffs decrease employ- 
ment in domestic industries 
whose products they pro- 
tect. 

B. Tariffs benefit some groups 
at the expense of the 

^ nationallevel of livingi 

C. Tariffs increase the market 
for our exports by reducing 
our imports. 

D. Tariffs encourage the 
growth of our most effi- 
cient industries. 

43. The right to join a union and 
elect representatives to nego- 
tiate with the employer is re- 
ferred to as 

A. a closed shop. 

B. the seniority system. 
C collective bargainings 
D. right to work legislation. 



J 



A high rate of mvestment (defined as the accu- 
mulation of more machinery, industrial plants, 
equipment, and the Ilka) characterizes all 
rapidly growing economies. The conditions indi- 
catad by the other answers have frequently 
been true of both fast- and slow-growing econo- 
mies. 



Tariffs protect domestic industNea that might 
otherwise be eliminated or reduced in size by 
foreign competition. The workers and owners 
engaged in such protected industries benefit 
from the tariff, but the national level of living 
suffers because a// consumers must pay higher 
^prices for the goods produced by the protected 
industry. Tariffs may increase employment in 
[domestic industries whose products they 
srptect. Tariffs may decrease the market for 
jorts by reducing imports because other 
nations gain less^foreign exchange with which 
to buy exports. The most efficient . domestic 
industries will tend to grow with or without tariff 
protection. 



Collective bargajmng means that workers have 
the right to join a union and elect representa- 
tives to negotiate with their employer about 
wages, fringe benefits, and the conditions of 
work for themselves as well as for nonunion 
workers In similar Jobs. A ^'closed shop" means 
that ail workers of a given employer or industry 
are required to join the union. The "seniority 
system" means that worker rights to, e,g,, 
promotion or vacation, are directly tied to 
length of employment or duration of union 
mambershipp and that if employees are laid off, 
those with the most seniority are laid off last 
and are rehired first. "Right to work" legislation 
consists of state laws that .mandate the oppo- 
site of a closed shop: workers are not required 
to Join the union of a given industry or employer. 
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44^ Common stocks, limited liabili- 
ty, arid unlimited life are char- 
acteristic oh 

A\ proprietorships, 
0. corporMtions, 

, C partnerships, 
D, cartels. 

' ' i . ' 

45. Those who believe that people 
should be taxed according to 
their ability to pay ' would be 
most likely to favor 

A. an excise tax. L 

B. a general sales tax. 

C a progressive income tax.^ 
D. a residential property tax,* 

46, A national program of free 
housing for the aged poor is 
established^ The program is 
paid for by an increase in the 
income tax. These actions pro- 
mote one economic goah but 
work against another. Specifi- 
cally, these actions are likely to 

A. reduce ^freedom but pro^^ 
mote equity. 

B, reduce equity but promote 
efficiency, 

C reduce stability but pro- 
mote growth ^ 

D, reduce security but pro- 
mote efficiency. 




Proprietorships, partherships, and cartels ^an» 
not rskile qomrrton stock. Prdprletorahips and 
partnarshlps do not have limited liability, ajnd 
cartels only have limited liability'in the sense 
that the corporations of which the cartels may 
consist hay© limited liabHity, Proprietorships 
and partherships have limited lives in pfactice. 
Only corporations possess the tjiree character* 
Istic6 mentioned in th^question. ' 

In general, a progressive Income tax levies 
higher tax rates, the higher a taxpayer's 
Aicome. Such a form of taxation is closest to 
levying a tax according to ability to pay, partiO' 
ularly compared to the alternative answers. 



This question Involves a trade-off between free- 
dom and equity, two economic >goals of the 
United States, Economic freedom is reduced by 
the Increase in the income tax. Since ^all 
taxpayers are taxed more In order to help the 
aged poor, the taxpayers' economic freedom is 
curtarled because they no longer have the 
taxed dollars to ppend or save as they wish. On 
the other hand, equity (a. more equal distribu- 
tion of Income and/or welfare) is promoted 
because the aged poor are given access to 
housing that they could not otherwise obtain in 
the quantities they desire. Whether or not such 
a system Is "desirable" is not in question here. 
What is sougl^ is the ability to identify which 
economic goals are In conflict in a given situa- 
tion. 



% Correct 

With^ 
With out 

Econ. icon. 



crim- 
ination. 
Coeffi- 
cient 



64.0 53.2 .43, 



60.6 51.1 
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Part III. APPEND! 




V J*- 



A. Schools That Participated in the NoRMiNG of the TEL 



= Alabama / ;y ' ' 

Dothan Higf! Sohpdi 
Dothan \> ' ' 
36301 



Arkansai 



Parkview High Schbol 
Uttle RocK . v; ' ' 
72204 

California 

-. ^ ^ 

Soquel High School 

' Soquel 

95073 

Colorado 

John F .Kennedy High School 

Denver 

80J?7 ' 

S^uth High Sdhool 
Denver' . ( 
80210 / 

WIdefield High School 
Security , 
80911 

^nnectlcut 

Mary Imrriaculate Academy^ 

New Britain 

06063 

Sheehan High School 
Wallingford 
09492 ^ 

Florida 

DeLand Senior High School 

DeLand 

32720 

Lakeland Senior High School 

Lakeland 

33803 

Mainland Senior High School 

Daytona Beach 

32015 

Seabreeze Senior High School 

Daytona Beach 

32015 



Georgia ^ ^ 

- P' 

Columbus High School 

Columbus 

31902 

Wayne'Oouniy High School 
Jesup ' . ' ■ ' -T 

,31545 ' ' ■ ' 

Hawaii :\ 

Kaimuki High Sdhool 
Honolulu 

96816-/ / / ^ 
Idaho^ 

\ Capital High School ^^j^ ". / 
Boise .5 ^ -"V 

83704 

Illinois i ^ 

Alton Senior Hjqh School , 
Alton £ 
62002 

Canton Senior Hi^h School 

Canton 

61520 

Dundee High School^ 
Carpentersville 
60,110^ ■ 

Evergreen Park High School 

Evergreen Park ^ 

60642 

Hampshire High School 

Hampshire 

60140 

Homewood-Flossmoor High School 
Flossmoor o 
60422 

Jacobs High School ' 

Algonquin 

60102 

Indltana 

Cerifral High School = 
Elkhart w- 
46514 r^;.. 

Elkhart MemMil High School 

Elkhart 

46514 



Jay County High School J) 

Portland 

47371 

Richmond Serrior High School 

Rictimond 

47374 

Simtown Hjgh School 
Elkhart -"^i; ^ 
46514 y 

Iowa 

Ar-We-Va Community High School 
Westside 

,51467 Y 

Fort Dodge Hig)i School 
Fort Dodge 
50501 ' 



Kentucky 

Henry Clay High School ' 
, Lexington 
40502 

Lafayette Senior High School 

Lexington 

40503 



Louisiana 

Southwood High School 

Shreveport 

71J08 



M^yl^nd 

Dulaney Senior High School 

Timonium 

21093 

■High Pdlrit Senior High^chool 

Beltsville 

20786^ 

Maiiachusetls 

Medford High School 
Medford 

mi^6 ■' 

' ' ■ '! ■ 4-'' 

West Springfield High School 

West Springfield 

01089 



EKLC 



47 



0 2 



Minnesota 

?*.^uBiness Learning ^nter 

Paul 
;5510t 

^^d^per High School 

.New Hope • . - 

Rbbsevelt High School 

.Miffrieapolis 

55466 

Hickman High School 
'Cblurribia 

^ '65201 ^ 

HillcFest High School 
Springfield 

65803 ^- ' 

Purdy High School 
Purdy ' 
65734 * 

' ^ 

Montfna ; ^ ! v ' 

Custer^Cpt^ty E(istrict;High School 
Miles City ' ^f ' ; « ^ : 

^S9S0i ^,. :^ . ^. ^ ■ " ^ 

■\ ■ - y .. ^^u 

Grand Island Senior High SchobI 

Grand Island 

68801 ^ 

New ^ampihire , 

Merrimack Valley High School 
Penacook 



033011 



New leriey 



J 



East Orirjge High School 
EastOrlnte^ 
07017 i; ^ 



Hopewell Vf^ey Central High 

School 
Pennington 
08534 

Pannsauken High School 

Pennsauken 

08110 

^. 

Union High School 
^^Union 
' 07083 

New York 

By ram' Hills Hi^ School 

Armonk 

10504 



.Farrnirj|diiei Senior High School 
^'^ariwgdate ' > = 

.::vi'i73gr: ' 

^ Grovar Cleveland High Scho'ol 
'♦Brooklyn 
1.1237 

. LaSalle Senior High School 
'Niagara Falls 

14302 : > ■ 

Notthport High School 
Ntorfhport ; ' ' =' ' 
117B8 ^ 

Tpwn of We Hiph School 
Old Forge -? 
13420 V 

North CaroUna 

' "Cumnnings High School 
Burlington 
27215 

East Senior HigH School 
Kernersville : . . 

27284 ^ "V^^-X ... - ^ 
. Grimsley High School = . , / 
i Greensboro > ^^";;v^ 

^ 27408 ■■ y.^ 

".North Forsyth High School 
^Winston-Salam 
27^0? 

' Page Senior High School 
firaeneboro ^ 
27405 

Parkland High School 
Wirtston-Salem ^ 
27107 ' i V 

R. J. Reynolcjs High Mpp^^ 

Winston-Salein . 

27104 , ."'T; ' 

West ForsyttT'High 3ct;ioql, 
' Clemmons^'v, ^ ^^e.. 
27012 ' ^ 

■ ' 

North Dakota 

Red Rivfer High School 

Grand Forks ' j ; 

58201 ^ ^ V ; 

Ohio 

East Tech High Schbor 
Cleveland \. 
44104 

McKinJey Senior High School 
Canton 

44702 0 ' 



Timken Senior High School 
Cinton^ 
447021. 

Qklahoma 

Ponca City HIgh.ScHool* 
* Panca City.. ; 

Corvallis High School ' - . 
=Corv6llis • . :^ ^; 

97330 , ^ ■ . ^ 

' CrescefTt Valley High Schbol 
CoPvallis . N 
,9^330 ■ 

Harrisburg Union High School 
Hafrisburj v 
97446 > • 

Parkrose High Schoof 
^ Portland 

97220 ' '\ ■ 

Pennsylvania . 7^^ ■ ' 

Carlisle Senior High School ^ 
.-Carlisle^' v . " 
./;i7p13 ; 

. Emftiays High School 
^ Emrnau^v . 
18040 " ' ^ 

Lower Mo^eland Senior High 

School 
Huntindon 
19006 

South Carolina 

Spring Valley High Schbol 
Columbia ^ \_ 
29206 

South Dakota 

Roscoe Higl>SchpoL 
Roscoe ^.^ 
57471 V ' 

Huron High SchoQl ^ 
Huron y 

57350 

Tennessee, 

Hamilton High School - ' 
Memphis , 
38111 



Sheffield Hig 
Memphis 
38111 



h School ^ 



UTAH ; ; j 

Sky View High School ^ ^ t : ' > :^ ■ 
Smithfield : ; :^>^ 

84335 ' : ' V 

^. . . • '■■ 

Virginia . - 

C Williams Senior HigKStthopP ^ 'i^'^ \ 
Alexandria , \ !> . ' ; ^ 

22302 ^.V - .'V 



Washirigtii|i' V ' 

East High School- 

9831^ 



John R. Rogers High School 

Spokane 

99207 

Lincoln High School 
Seattle 

9S103 ^ 

North Central High School 

Spokane . ^ 

99205 

Shadle Park High School 

Spokane 

99205 ' 

West' High School 
Bremerton ^ - ' 

98310 . ' ■. 



Wiscon^nr 

Armstrprig High Schoofe 

Neenah -'^ 

54956' 



Hamilton High School 

Milwaukee 

53220 



Shorewood High School 

Shor^wood 

532n 
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